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New York Escrows 
If you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 


agreement in New York City, we are equipped to act as 
escrow agent with efficiency and at moderate cost. 


For over fifty years, we have been closing real estate 
contracts for our clients and have acquired the necessary 
experience to solve the various difficulties that ofttimes arise 
in connection with real estate. 


Title Guarantee and Trust Company 


175 REMSEN STREET 
BROOKLYN 


Fiduciary Service 
in New York State 


With nearly three-quarters of a cen- 
tury of continuous fiduciary experi- 
ence in New York State, we are glad 
to extend to banks and trust com- 
panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in thisstate. 


BROOKLYN TRUST 


COMPANY 


177 Montague St.—Brooklyn Greater New York \ 
New York Office--26 Broad St. “S 
Member Federal Deposit Insurance Corporation 


One of the oldest Trust Companies in the United States 
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47 YEARS OF 
FIDUCIARY EXPERIENCE 


orty-seven years in the fiduciary field have brought The Northern 
Trust Company invalua ble experience in dealing with matters of 


THE NORTHERN 
TRUST COMPANY 





Rights of Foreign Trust Companies 


Power to Accept Appointment Under Laws of the Various 
States and Canada 


PART 1 


This survey is designed to afford a ready reference to the laws of the 
48 states, the District of Columbia, and the Provinces of Ontario and 
Quebec, Canada, governing the status of foreign corporate fiduciaries in 


the respective jurisdictions. 


Because of the scope of the subject, it is im- 
practical to publish the results in one issue. 


Trust Companies Magazine 


hopes, however, to have the complete study available in pamphlet form 
after the final instalment has been published, depending upon the demand 


from our readers.—Editor’s Note. 


Alabama 


A foreign trust company may act as testa- 
mentary trustee and executor provided that 
it qualifies under the corporation laws of 
the state to. do business therein as a for- 
eign corporation. 


A. Key Foster, A. T. O. & A. V. P., Birming- 
ham Trust and Savings Co., Birmingham, upon 
advice of counsel. May 14, 1937. 


Arizona 


Section 4176 of our 1928 Revised Code 
provides “Trust Company May Be Appoint- 
‘ed Fiduciary: A corporation incorporated 
under the laws of this state may be appoint- 
ed executor of any last will or testament 
and may be appointed administrator, trus- 
tee or guardian of the estate of a minor or 
incompetent person or to act in any other 
fiduciary capacity as if it were a natural 
person; provided the corporation is by law 
authorized to act in such capacity.” 


Sections 3916 and 3925 exclude specifical- 
ly non-residents from acting as executor 
and administrator except in ancillary pro- 
ceedings; that is, a non-resident of Arizona 
cannot qualify under our law to act as ex- 
ecutor or administrator, except he seek that 
right in ancillary proceedings and has qual- 
ified and is authorized to act in the state of 
domiciliary proceedings. 


In the case of the Lincoln Trust Company 
v. Gaddis and Perry Company, 15 Ariz. 372, 
the question of the right of a foreign cor- 
poration to act as fiduciary in Arizona was 
not specifically involved and the case was 
decided on other grounds, yet the court 


seems to have made a very forceful indica- 
tion that the appointment of the Lincoln 
Trust Company, a New York Corporation, 
by a superior court of Arizona having pro- 
bate jurisdiction, was not proper. 

While it is certain that the court would 
refuse to appoint a foreign corporation or 
recognize its right to administer an estate, 
which is generally conceded “to be doing 
a business within the state”, without its 
first having complied with the statutes re- 
specting the right of a foreign corporation 
to do business within Arizona, we are in- 
clined to feel that the court would be re- 
luctant to permit a foreign corporation to 
do a trust business in Arizona, even upon 
its compliance with Section 657. 

Under rulings of the Federal Reserve 
Board, as expressed in Federal Reserve Bul- 
letin Volume VII, page 816, July, 1921, a 
national bank having trust powers may act, 
not only in the state in which the bank is 
located, but also in any other state the laws 
of which do not expressly or impliedly pro- 
hibit the exercise of such powers by na- 
tional banks located in another state. 
Arizona has no law, either permitting or 
specifically prohibiting national banks with 
authority to exercise trust functions located 
without the jurisdiction of Arizona from 
performing fiduciary functions within its 
borders. However, we are inclined to feel 
that the court again would be reluctant to 
permit even a national bank exercising trust 
powers, which has its domicile without the 
state of Arizona, to come into this jurisdic- 
tion and act in fiduciary capacity, either 
generally or in one specific instance. 
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Phil J. Munch, A. T. O. Valley National Bank, 
Tucson. Confirmed by counsel, Knapp, Boyle & 
Thompson. May 15, 19387. 


Foreign trust companies cannot act as 
fiduciaries in this state. 
Joe Conway, Attorney General. 


May 3, 1937. 


Arkansas 


A foreign trust company may not accept 
fiduciary appointments in this state in view 
of Section 15, Crawford & Moses’ Digest, 
which reads: 

“Neither letters testamentary nor of ad- 
ministration shall be granted to any non- 
resident of this state .. .” 


Frank W. Youmans, Pres. Arkansas Valley 
Trust Co., Fort Smith, upon advice of counsel. 
May 19, 1987. 


California 


Section 6 of the California Bank Act 
(Deering’s General Laws, 1931, Act 652, 
Section 6) provides: 

“The term “trust company,” when used 
in this act, means any corporation which is 
incorporated under the laws of this state 
for the purpose of conducting the business 
of acting as executor, administrator, guar- 
dian of estates, assignee, receiver, deposi- 
tary or trustee under appointment of any 
court or by authority of any law of this 
state, or as trustee for any purpose per- 
mitted by law.” 

Section 7 of the Bank Act provides in part 
as follows: 

“No foreign corporation shall have or 
exercise in this state the power to receive 
deposits of trust moneys, securities or other 
personal property from any person or cor- 
poration or any of the powers specified in 
section six of this act, nor have or main- 
tain an office in this state for the transac- 
tion of, or transact, directly or indirectly, 
any such or similar business, except that a 
trust company incorporated in another state 
may have or exercise in this state such pow- 
ers as are permitted to foreign corporations 
by the provisions of section ninety of this 
act; provided, that no foreign corporation 
which may have or exercise in this state 
such powers as are permitted to foreign 
corporations by the provisions of section 
ninety of this act shall establish or main- 
tain, directly or indirectly, any branch of- 
fice or agency in this state.” 

Section ninety, referred to in the above 
quoted section 7, provides in part as fol- 
lows: 

“A foreign corporation may be authorized 
to act in this state as trustee for the fol- 
lowing purposes: 
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(1) To deliver bonds, and receive pay- 
ment therefor. 

(2) To deliver permanent bonds in ex- 
change for temporary bonds of the same 
issue. 

(3) To deliver refunding bonds in ex- 
change for those of a prior issue or issues. 

(4) To register bonds, or to exchange reg- 
istered bonds for coupon bonds, or coupon 
bonds for registered bonds. 

(5) To pay interest on such bonds, and 
to take up and cancel coupons representing 
such interest payments. 

(6) To redeem and cancel bonds when 
called for redemption, or to pay and cancel 
bonds when due. 

(7) The certification of registered bonds 
for the purpose of exchanging registered 
bonds for coupon bonds. 

“A foreign corporation may be appoint- 
ed and may accept appointment and act as 
trustee under any mortgage, deed of trust 
or other instrument securing bonds or other 
obligations issued or to be issued by any 
railroad corporation which owns a railroad 
operating in the State of California and ex- 
tending into another state or other states.” 


Section 2939% of the Civil Code provides 
as follows: 


“SATISFYING MORTGAGES BY FOR- 
EIGN EXECUTORS. Foreign executors, 
administrators and guardians may satisfy 
mortgages upon the records of any county 
in this state, upon producing and recording 
in the office of the county recorder of the 
county in which such mortgage is recorded, 
a duly certified and authenticated copy of 
their letters testamentary, or of adminis- 
tration or of guardianship, and which cer- 
tificate or authentication shall also recite 
that said letters have not been revoked.” 


The section just quoted is regarded as ap- 
plying to corporate as well as individual 
executors, etc. It is also regarded as au- 
thorizing reconveyances under trust deeds 
upon the request of foreign fiduciaries. 


Walter L. Nossaman, Trust Counsel, Security- 
First National Bank of Los Angeles. April 13, 
1937. 

Attorney General U. S. Webb, advises by 
letter of May 28, 1937 through Deputy 
James J. Ardetto, that the following refer- 
ences should also be consulted: Bank and 
Corporation Franchise Tax Act (Stats. 1929, 
p. 19, as amended) Sec. 5 in particular; Per- 
sonal Income Tax Act (Stats. 1935, p. 1090) 
Sec. 12 in particular; Inheritance Tax Act 
(Stats. 1935, p. 1266) Sec. 8 in particular; 
and Estate of Wellings, 192 Cal. 506 and 
197 Cal. 189. 
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Estate of Wellings involved the construc- 
tion of the bank act as it stood prior to an 
amendment, on May 2, 1923, repealing that 
part of Section 7 conferring upon foreign 
corporations the right to act in this state 
as a testamentary trustee. This change is 


discussed in a communication, dated May 5, 
1930, from Attorney General Webb to E, J. 
Risley, Bankers Trust Co., Little Rock, Ark. 


Colorado 


There are no statutory provisions either 
forbidding or authorizing the appointment 
of a foreign corporate fiduciary. However, 
as a matter of practice, non-resident trust 
companies have not been qualified in fidu- 
ciary capacities. 


The statute providing that removal of a 
fiduciary from the state is ground for dis- 
missal from office would seem to preclude 
the possibility of appointing a foreign trust 
company. 

Montgomery Dorsey, of Hughes & Dorsey, Den- 

ver. June 9, 1937. 


Connecticut 


A foreign corporation authorized by its 
charter to act as executor or trustee and 
named as executor or trustee in the will of 
a resident of this state or of a nonresident 
leaving property within this state, may act 
.as such upon furnishing bond to the satis- 
faction of the probate court, provided (1) 
similar domestic corporations are permitted 
to act in like capacity in the state where 
such foreign corporation has its domicil, and 
(2) such foreign corporation shall appoint 
in writing the Secretary of the State as 
its attorney upon whom process may be 
served. Sec. 4903, Conn. General Statutes 
(Rev. 1930). 

No foreign trust company can act as ad- 
ministrator in this state. The Equitable 
Trust Co. v. Plume et al, 92 Conn. 649. 

Actions by a nonresident executor or 
trustee should be brought in the court which 
would have had jurisdiction if the plaintiff 
resided in the town where the court of pro- 
bate which granted administration was 
held. Sec. 5450, General Statutes. 


Allan K. Smith of Day, Berry & Howard, Hart- 
ford. March 29, 1937. 


Delaware 


Under the Revised Code of Delaware, 
1935, it is specifically provided that a for- 
eign corporation may act as a fiduciary in 
Delaware. Chapter 66, Paragraph 2254, 
Sec, 222 provides as follows: 
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“ACTING AS FIDUCIARIES WITHIN 
THE STATE OF DELAWARE: A corpora- 
tion organized and doing business under 
the laws of any State of the United States 
of America other than Delaware, duly au- 
thorized by its charter or by-law so to act, 
may be appointed by any last will and testa- 
ment, or codicil, or other testamentary writ- 
ing, probated within this State, as Execu- 
tor, Guardian, Trustee, or other fiduciary, 
and may act as such within this State, when 
and to the extent that the Laws of the State 
in which such foreign corporation is organ- 
ized confer like powers upon corporations 
organized and doing business under the 
Laws of the State of Delaware.” 

The other pertinent provision in Dela- 
ware is found in the code, Chapter 98, Para- 
graph 3808, Sec. 10 which provides as fol- 
lows: 

“ADMINISTRATION; TO 
GRAMewt « 6 «6 & we ieee ere 

In case of the grant of Letters Testamen- 
tary or of Administration, the person desig- 
nated as such Executor or Administrator, 
if a non-resident of the State of Delaware, 
or if a corporation not incorporated under 
the laws of the State of Delaware, shall 
file in the office of the Register of Wills, 
before the issuance of such Letters, an ir- 
revocable power of attorney, designating 
the Register of Wills and his successor in 
office as the person upon whom all notices 
and process issued by any Court in the State 
of Delaware may be served, with like ef- 
fect as personal service in relation to any 
suit, matter, cause or thing affecting or 
pertinent to the estate in which the letters 
are issued. It shall be the duty of said 
Register of Wills forthwith to forward, by 
registered mail, to the address of such Ex- 
ecutor or Administrator, which shall be 
stated in said power of attorney, any such 
notices or process so served upon said Reg- 
ister of Wills, as aforesaid.” 


The practice in Delaware in the appoint- 
ment of an administrator is not to appoint 
a non-resident alone. A non-resident may 
be appointed, however, as co-administrator 
with a resident. Of course, if a non-resi- 
dent executor is named, under the above 
statute, he or she will be permitted to func- 
tion after complying with the statute. 

We have no judicial opinions construing 
these statutes, and, as far as we are able 
to-ascertain, there are no outstanding opin- 
ions of the Attorney General with respect 
thereto. 


WHOM 


Paul Leahy of Ward & Gray, Baltimore. March 
23, 1937. 
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District of Columbia 


A foreign trust company may act as ex- 
ecutor under the will of a decedént of this 
district but must furnish bond upon qualify- 
ing in the Probate Court. There is no such 
requirement for trust companies domiciled 
here. In addition, such company must give 
a non-resident power of attorney to the 
register of wills and accept service of any 
process or notice relating to the particular 
estate, issued by a district court of com- 
petent jurisdiction. 

There is no legislation on the subject of 
foreign trust companies acting either as 
administrator, executor or as trustee of es- 
tates in the District of Columbia. Letters 
testamentary have been issued to foreign 
trust companies and title to real estate held 
by foreign trust companies in their capaci- 
ties as trustees under wills has been recog- 
nized many times by the title companies 
of this district. 

Arthur C. Keefer, April 5, 1937. 


FLORIDA 


From and after June 7, 1923, it shall be 
unlawful for any corporation or association 
to exercise any of the trust functions then 
prescribed by the laws of the State of Flor- 
ida to be exercised by trust companies or 
associations or to exercise any of the duties, 
powers or enjoy the emoluments, profits or 
benefits which may be granted or may have 
theretofore been granted by the Legisla- 
ture of the State of Florida to corporations 
or associations without having first ob- 
tained a charter under the laws of the State 
of Florida granting the exercise of such 
powers, duties and functions; Provided, that 
nothing in this section shall apply to the 
making, execution or acknowledgment of 
any deed theretofore made or that may be 
thereafter made by any association or cor- 
poration organized under the laws of any 
other State or any trustee, executor or ad- 
ministrator appointed under any will ex- 
ecuted by a non-resident, or to the making, 
execution or acknowledgment of any deed 
theretofore made or thereafter made by such 
foreign trustee, executor or administrator. 
Compiled General Laws, Florida, 1927, Sec. 
6145. 


The statutory power to execute deeds im- 
ports a power to sell real estate and collect 
the proceeds, and carries with it the implied 
power of a foreign trust company acting as 
trustee under the will of a non-resident de- 
cedent to foreclose a purchase money mort- 
gage taken by it. Girard Trust Co. v. 
Tampashores Development Co., 95 Fla. 1010, 


117 So. 786; Ocean & Lake Realty Co. v. 
Cragin, 97 Fla. 452, 121 So. 533. 


A foreign trust company and individual 
as co-executors under the will of a non-resi- 
dent may foreclose mortgage acquired by 
decedent during his lifetime. So held in 
Acorn Wood Realty Inc. v. Old Colony Trust 
Co., 113 Fla. 320, 151 So. 533, where it was 
said to be immaterial whether the trust 
company could maintain the suit because, 
if not, the individual co-executor could pro- 
ceed alone; but it was further said, possibly 
as dicta, that the foreign trust company was 
permitted to maintain the suit under the 
statute permitting foreign executors to sue. 
(Compiled General Laws of Florida, 1927, 
Sec. 5619, now repealed and superseded by 
Ch. 16103, Laws of Florida, 1933, Sec. 187). 
See also Eastman Co. v. Anyon, 116 Fla. 137, 
156 So. 302, holding that a foreign individual 
co-executor could maintain a suit to fore- 
close a mortgage acquired by the decedent 
during his lifetime, without joinder of the 
foreign trust company co-executor. 

A corporation, not qualified to do a trust 
business in Florida, may not maintain a 
suit to foreclose a mortgage which it holds 
as trustee for another and in which it has 
no beneficial interest. Richardson v. South 
Florida Mortgage Co., 102 Fla. 313, 136 So. 
393. And see Taylor v. Toledo Trust Co., 
119 Fla. 90, 160 So. 366, where the court 
was evenly divided on the question of wheth- 
er a foreign trust company as trustee under 
a living trust agreement could maintain a 
suit to foreclose a mortgage assigned to it 
by the donor. 


A foreign trust company acting as execu- 
tor under the will of a non-resident decedent 


may exchange real property in Florida 
owned by the estate for other Florida prop- 
erty. Op. Atty. Gen. Fla. Jan. 25, 1936. 

A foreign trust company cannot act as 
executor or administrator of estate of a 
resident decedent. Ops. Atty. Gen. Fla. 
May 30, 1932, Nov. 14, 1932, May 16, 1933, 
Aug. 17, 1934. 


But a foreign trust company may: pos- 
sibly qualify in Florida as ancillary execu- 
tor or administrator of the estate of a non- 
resident decedent. Op. Atty. Gen. Aug. 17, 
1934. 

A foreign trust company as executor or 
administrator of the estate of a non-resi- 
dent decedent, qualified in the jurisdiction 
of the domicil, may maintain actions with 
respect to Florida estate taxes. Ch. 16015, 
Laws of Florida, 1933, Sec. 24. 


(Continued on page 747) 





Executors’ Duties Start Today 


Estate Clinics to Avoid Needless Sacrifices 


CORNELIUS J. DONOVAN 
Trust Officer, The Public National Bank & Trust Company, New York 


F we were to ask ourselves the ques- 

tion “What are some of the advantages 
or a corporate executor over an indivi- 
dual executor ” we would probably find 
ourselves answering “Perpetuity—Acces- 
sibility—Financial Strength—Specialized 
Knowledge—Collective Judgment, etc.” 
We would think in terms of an active 
executor, of the time when we would as- 
sume the duties and responsibilities of 
estate management. We recognize that 
experience and modern facilities are es- 
sential, particularly in these modern 
times when an executor must have a clear 
understanding of the problems of law, of 
accounting, of investments, of taxes, and 
of financial and business matters, in- 
volved in practically all estates. 

Yet, although a corporate executor is 
exceedingly well-equipped and qualified 
to settle estates, it is not in settling es- 
tates alone that the real advantages are 
to be secured by the testator. Rather, 
some of the advantages in naming a cor- 
porate executor under a will occur dur- 
ing the lifetime of the testator and not 
alone after his death. For instance, we 
consider it better for one to make a will 
than for one not to make one, but we 
know that it is just as important for one 
to have a will drawn by an attorney with 
a studied estate plan incorporated there- 
in. It is in connection with the estate 
plan that a corporate executor can be of 
decided assistance because of its expe- 
rience in the administration of estates. 

We have had greater opportunities 
than any individual acting as executor to 
see the disastrous effects of outright 
payments of legacies, needless additional 
tax liabilities when the beneficiary has 
died five years after the receipt of the 
legacy, dissipation of an estate because 
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of lack of financial and business knowl- 
edge of the legatee, or because of well- 
intended but bad advice from friends, 
breaking-up of families, an inheritance 
of burdens, worries and troubles, all be- 
cause the testator failed or did not think 
it important enough to create a testa- 
mentary trust. 

We have seen specific and general lega- 
cies go to brothers, sisters and friends of 
the testator, while his widow has had to 
claim her share of the estate as allowed 
by law, all because she, who was the 
principal concern of the testator during 
his life, was named as residuary legatee. 
And where the testator did not include 
certain desirable administrative provi- 
sions in his will, we trust officers have 
seen the tragedy of life-time saving dis- 
sipated or misdirected because of: 


(a) 
(b) 


assets of estates sacrificed, 
business interests sacrificially liq- 
uidated, 

(c) income payments insufficient for 
widow and children, 

real property which could not be 
properly leased, 

articles of personal property de- 
sired because of sentimental at- 
tachment being sold, 

payments to a minor’s estate 
through a guardian which could 
have been more economically made 
through a trustee, 

administration expenses’. that 
could have been prevented and so 
on, ad infinitum. 


(g) 


The corporate executor feels that the 
thought of a testator as to whether a cor- 
porate or an individual executor or both, 
should administer an estate, should be 
secondary to thought about a satisfactory 
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estate plan. There are many valuable 
suggestions which can be offered by us 
because of our specialization and expe- 
rience in estate work. Suggestions are, 
of course, conditioned upon advice of 
counsel of the testator. Because the es- 
tate plan is limited to the business phases 
of conserving property, it must be offered 
subject to approval of counsel for the tes- 
tator to insure its perfection. 

When the testator names a friend or 
business associate as an executor in his 
will, he often foregoes a discussion of 
the technical aspects of his plan. The 
testator may believe that the proposed 
individual executor may be as competent 
as any corporate executor, but the fact 
remains that the individual executor 
(who may have had no fiduciary expe- 
rience) does not make a business of serv- 
ing as executor and therefore usually 
cannot foresee administrative difficulties 
which may cost the estate sizable sums 
of money and unintended hardships to 
beneficiaries. 


The estate plan has been referred to 
herein in a limited sense, but actually it 
involves a review of the entire estate 
of an individual, such as the will, insur- 
ance, living trusts, etc., before an ap- 
propriate program can be formulated and 
suggested for a will. 

When the testator discusses his estate 
problems with us an analysis is made on 
a basis of sound business judgment, with- 
out bias or partiality to any member of 
the group comprising the recipients of 
the testator’s bounty. We find it easy 
to draw upon our experience for the solu- 
tion of a particular problem. 

The plans of an individual are fre- 
quently such that they cannot be gra- 
ciously discussed with members of his 
own family because of the fact that they 
are the interested parties in his plan. A 
man who has an interest in a partnership 
may have two sons. For the sake of 
clarity let us call them A and B. Aisa 
worthy successor to his father’s share in 
the business. B has no desire to enter 
business-life but is interested in the 
study of medicine. 

The father may wish to give A an in- 
terest in the business during his lifetime 
to further encourage the son’s industry. 
If the father does make a gift of a share 
in the partnership to A, will he have to 
make a gift of like value in other prop- 
erty to B, so as not to show favoritism 
between his sons, A and B. If equitable 
distributions were made during the 
father’s lifetime how would the father 
make provisions for distribution of his 
property by will, assuming A’s share in- 
creased greatly, while the gift to B de- 
clined considerably through no fault of 
his own. This is typical of the problems 
that come to our attention. 

We may also ask ourselves whether the 
business partner of the father is better 
able to offer suggestions, or if sug- 
gestions can best be made by a corporate 
executor who is totally impartial and en- 
tirely devoid of any direct interest in the 
business and can therefore afford to look 
for solution to the problem with a clear 
mind. 

Should not, therefore, a testator give 
as much careful study to his estate plan 
as he does to his most important business 
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dealings? Should he not be just as much 
concerned about conserving his estate and 
avoiding unnecessary expenses and pos- 
sible litigation after death as he is dur- 
ing his lifetime and in his present activ- 
ities? Should he not be made to feel 
that unless he consults a corporate ex- 
ecutor about his estate plan that he is, 
without a doubt, passing up an oppor- 
tunity of receiving some valuable busi- 
ness suggestion that may avoid a prob- 
lem of administration which may be 
costly? 


But just as important from our stand- 
point is the fact that such a discussion 
between the testator and the corporate 
executor would free estate administra- 
tion of many unwise and unbusinesslike 
handicaps that are embarrassing to the 
executor and beneficiaries alike. 


What are we to do about it! Well, 
let us consider our literature, our ad- 
vertising and our personal solicitations. 
Are we not inclined to stress those types 
of advantages referred to at the begin- 
ning of this article instead of demon- 
strating how we can now help because 
of such advantages? Do we not some- 
times lay great stress on the fact that 
we have been specializing in estate work 
for a number of years without emphasiz- 
ing the fact that because of our history 
we have acquired a fund of practical 
knowledge at a testator’s disposal? 

Instead of saying, for instance, that a 
testator may test his proposed corporate 
executor through the creation of a living 
trust or a supervisory account, why not 
encourage him to voluntarily call on the 
trust officials for periodic review of his 
estate, thus establishing what we might 
call, for want of a better term, a fiduciary 
clinic. 


The Life Association News, the monthly 
publication of the National Association of 
Life Underwriters, in its June issue re- 
printed by permission two articles that ap- 
peared in Trust Companies Magazine: “A 
New Path to Life Insurance Trust Bus- 
iness,” by Gerard S. Brown, published in 
our December 1936 issue and “How Insur- 
ance Trust Have Fared,” by Edward S. 
Steeb, which appeared in the March num- 
ber. 
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Trust Conference 


Blaine B. Coles, President Trust Divi- 
sion, American Bankers Association, in- 
vites trust men to attend the Pacific 
Coast and Rocky Mountain regional trust 
conference at Portland, Oregon, August 
12-14: 


“A program of intriguing interest is 
in course of preparation, and I earnestly 
and cordially invite trust men from all 
over the United States to attend,” Mr. 
Coles says. “I feel that the conference 
will be well worth while and if it is at all 
possible to include in your vacation plans 
an August visit to the Northwest Pacific 
Coast, I hope you will arrange your af- 
fairs so as to spend a few days in Port- 
land at the conference. Speakers of na- 
tional prominence have accepted assign- 
ments on the program and important and 
timely subjects will be discussed. In ad- 
dition, arrangements are being made for 
a series of delightful entertainment fea- 
tures.” 
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Modern Technique In Estate Planning 


Integration of Specialized Experience 


SIMON D. WEISSMAN 
Consultant, Business and Estate Conservation Partner, Financial Planning Co., Boston 


HEN writing became a necessity 

man invented it. As civilization 
matured, the increasing interdependence 
and complexity of human relations made 
it necessary to devise constantly new 
media for the better achievement of the 
objectives which society and the indivi- 
dual have sought to attain. The corpo- 
ration, trusts and life insurance repre- 
sent only a few of the relatively modern 
devices which have been invented in the 
search for methods to cope with the in- 
volved relations created by modern cap- 
italism, industrialism and the desire to 
escape the more obvious hazards of our 
complicated economic system. 


Taxation is no longer a mere matter of 
contributing a certain number of days 
labor or a certain portion of one’s har- 
vest to the overlord. Today, not only is 
taxation largely invisible, it is generally 
not even understood. For example, the 
creation of the corporation has inevitably 
resulted in weaving an intricate web of 
corporation taxes entirely distinct from 
the large variety of other forms of taxa- 
tion, and duplicating some of them. 


No Rule of Thumb 


Complexity breeds greater complexity, 
and the result has been that our society 
in self-defense has had to give birth to a 
wide variety of specialists in particular 
fields. Thus the growth of the enormous 
body of law calls for men who devote 
themselves exclusively to that subject. 
Business would be crippled without 
trained accountants; modern banking 
and fiduciary service are highly special- 
ized. The part which life insurance has 
come to play in the fabric of. modern 
civilization requires the services of a 


highly trained professional group. The 
study of taxation itself is a full time 
occupation. 

The increasing confusion of our 
economic life brings about grave penal- 
ties. We hear frequently of prominent 
men, successful while alive, leaving 
chaos in their affairs after death. Es- 
tates are sometimes reduced by half, or 
even wiped out, because of the liquidation 
brought about at death by taxation and 
the shrinkage from adjustment. 

The doctrine of redistribution of 
wealth does not require such serious 
wreckage. In many of these cases the 
decedents had able advisers during their 
lifetime. The difficulty lies in the fact 
that it is no longer possible under mod- 
ern conditions to depend on a rule of 
thumb in avoiding the hazards to which 
accumulations of property, business in- 
terest, or family security are exposed. 

The lawyer, the accountant, the trust 
officer, the tax expert and the life under- 
writer all have valuable services to offer, 
but each of these specialists is thinking 
of the principal’s problem in terms of his 
own specialty. This occasionally results 
in putting a patch on the situation in- 
stead of providing a whole garment. 
Sometimes a result is brought about 
which may be compared to a man waking 
on a cold night to find his chest uncov- 
ered, whereupon he pulls up the blanket 
and exposes his feet. 


Unbiased Analysis 


A new approach is called for. Some- 
one must serve as the catalytic agent, 
fusing the various elements which are 
necessary in the solution of the problems 
in the modern estate. This synthesis re- 
quires a complete discarding of any bias 


665 








666 


as to a particular remedy or device. It 
involves making a searching analysis of 
all the facts which have a bearing on the 
situation in which the client, his family 
and business associates find themselves. 
Through the use of such a technique, the 
individual functions and services of the 
important specialists are coordinated and 
integrated to bring about a harmonious, 
unified whole. It means the substitution 
of scientific for haphazard methods. 

This is particularly true where there 
are business interests involved. It is a 
commonplace that every man with prop- 
erty should have a will and in many cases 
should create one or more trusts. But 
when we have gone this far we have only 
skirted the problem. Although rarely 
are two cases alike, certain situations 
fall heavily on large numbers of people. 
Many men have substantial holdings in 
close corporations in which they have left 
their earnings to accumulate. 


Some of them now find themselves on 
the horns of a dilemma. If they with- 
draw their earnings they will be faced 
with heavy income taxes. On the other 
hand, if they continue to allow them to 
accumulate, the tax on undistributed 
profits on top of the normal corporation 
tax makes a heavy burden. In extreme 
cases, the penalty tax on improper ac- 
cumulation of surplus may operate. Add 
to these the damage which may be done 
to the estate by the intangible method of 
valuation of stock for tax purposes at the 
time of death, and you have a picture 
which currently and ultimately may spell 
ruin. 


Preservation of .Rights 


It is neither intelligent nor necessary 
to resort to subterfuge or tax evasion in 
remedying the grave problems present in 
such cases. No one owes the duty of so 
arranging his affairs that he will be ex- 
posed to the heaviest possible burden of 
taxes. Nor is there anything unethical 
in tilting the chin backward to escape the 
impact of a swiftly moving fist. The 
Supreme Court has specifically stated 
that taxpayers are justified in availing 
themselves of every legal means to reduce 
their taxes. In some instances the fail- 
ure by a taxpayer to correct the existing 
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situation almost amounts to reckless neg- 
ligence insofar as the effects on family 
security and business associates are con- 
cerned. 


Let us take as a concrete illustration 
the case of a client of moderate wealth: 
Mr. A., who is a man of sixty-eight with 
a wife three years younger and a son 
thirty-five, is the majority stockholder in 
a public service corporation which he has 
built up from nothing to a consistently 
profitable enterprise. Besides his wife 
and son, each of whom owns stock, there 
are two other stockholder associates who 
have helped him to build up the business. 
These men are also in their late sixties. 


Because of the intangible method of 
valuation of stock for tax purposes at 
death, the danger exists that the business 
might be badly crippled. Mr. A’s assets 
today are worth $405,000. Taxes and ad- 
ministration and probate expense will ab- 
sorb $83,000. These figures are exclu- 
sive of the indeterminate shrinkage 
which may be brought about by the pos- 
sible forced liquidation of some assets 
to meet these charges. He has a will 
leaving everything to his wife. Should 
she survive him by five years, the residue 
of his estate added to her own present 
assets will total $452,000 which, in turn, 
will shrink by $102,000 because of taxes 
and expenses. 

This means that present combined as- 
sets totaling $535,000 will shrink by 
$185,000, in addition to further loss sus- 
tained through forced liquidation. Since 
the success of the business is due to a 
combination of fortuitous circumstances 
and Mr. A.’s abilities, the result of such 
a forced sale may well be so disastrous 
that although he dies well-to-do, his fam- 
ily may suffer hardship. 


What Analysis Shows 


The problems in this case may be 
analyzed as follows: 


(1) The need for cash to pay estate 
and inheritance taxes and ex- 
penses. 

(2) The reduction in the shrinkage in 
the assets caused by the amount of 
the taxes and expense in Mr. A’s 
estate, the duplication of taxes 
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and expenses in his wife’s estate 
and the probable forced liquida- 
tion of assets to raise cash. 


The intangible method of valua- 
tion of the stock for tax purposes, 
due to the substantial earnings. 


Possibility that the forced liquid- 
ation may endanger the control of 
the business by his heirs. 

In the event of the death of both 
Mr. A. and his son, Mrs. A. and 
the son’s wife and minor children 
will be left completely dependent 
on a close corporation in which no 
member of the family is active. 
(Should the son die prior to A. 
himself, a similar problem arises 
because of his prospective en- 
forced retirement.) 


A.’s age precluded his purchase of life 
insurance as an aid in solving the prob- 
lems. A laboratory study of the whole 
situation was made and a comprehensive 
plan was evolved step by step, which, 
upon adoption, changed the whole pic- 
ture, minimizing the tax burdens, assur- 
ing security to the heirs and the pre- 
servation of the business. This result 
involved the examination and discarding 
of many alternative possibilities. 

It entailed a series of conferences with 
trust officers, attorneys, and accountants 
to check the feasibility and legality of 
the specialized elements in the plan. 
When completed, it was truly an integra- 
tion of the various component services 
of specialists, and it set up an umbrella 
over the affairs of the client, his family 
and his business associates. Estate sav- 
ings of $122,000 are now assured, defin- 
itely eliminating the danger of forced 
liquidation, and if the son dies, whether 
or not before A., the family is assured 
of financial security without dependence 
upon the business. 


General Principles of Planning 


Obviously, in the cases of principals 
who have substantially greater wealth, 
the need for such a service is even more 
emphatically indicated. 

Perfection is not attainable, but sub- 
stantial security can be achieved in this 
rapidly changing world if certain funda- 
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mentals are recognized. Although no 
two cases are identical, certain princi- 
ples are generally applicable. Among 
them are these: 


(1) The plan must be one which not 
only remedies the present situa- 
tion; it must be gauged to the 
future. Preventive economic plan- 
ning is as important as preven- 
tive medicine. 


The program should not include 
subterfuges to escape taxation. It 
should be recognized that a change 
in tax laws may nullify such de- 
vices and make them embarras- 
sing. 


No gift should ever be recom- 
mended if there is a likelihood that 
a later turn of the wheel may 
leave the donor helpless. 


(4) The plan should be practical and 
as simple as the factors in the case 


permit. 


Lawyers and trust officers are increas- 
ingly cooperative in this new develop- 
ment. Far from being an invasion of 
their activities, it actually brings to them 
greater opportunities to perform func- 
tions for which they are definitely quali- 
fied. The integration by experienced con- 
sultants in conservation planning of the 
valuable services of these specialists, 
combined with those of accountants, tax 
experts and life underwriters, provides 
the ideal technique for the solution of the 
complicated economic problems of prop- 
ertied people. 


= THE RIGGS NATIONAL BANK 
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Trust Company Reorganization 
Approved 


The Reconstruction Finance Corpora- 
tion has given its approval to plans for 
the reorganization and reopening of the 
Union Trust Company of Cleveland. Chair- 
man Jesse H. Jones, in his letter to liqui- 
dator Oscar L. Cox, setting forth the 
RFC’s decision, declared: 


“With a view to aiding in the forma- 
tion of a new bank to succeed the Union 
Trust Co. of Cleveland and to provide 
further dividends to depositors of the 
Union, the RFC will agree to make a 
loan to the receiver of the Union Trust 
Co. against such of its assets as are not 
taken over by the new bank, sufficient to 
cover certain State contingent liabilities 
of the Union Trust Co. and to permit a 
35% dividend to the depositors which 
will be made available to them through 
the new bank, the loan not to exceed 
$16,000,000. 


“It is further contemplated that the 
new bank will be a member of the Fed- 
eral Reserve System and that the entire 
plan will be approved by the supervising 
banking authority of the State of Ohio 
and by sufficient in amount of deposits 
to obtain the approval of a court of com- 
petent jurisdiction. 


“Undoubtedly there is room for an- 
other bank in Cleveland, and especially 
one to succeed the Union Trust Co., oc- 
cupying its magnificent quarters, and 
while the proposed new bank will be small 
in comparison to the Union Trust Co., it 
would be a sound, creditable institution, 
and, with proper management should 
grow and be useful in the business and 
industrial life of Cleveland.” 
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ELAWARE was the first state to 

adopt a statute authorizing Com- 
mon Trust Funds for trusts with Com- 
mon Trust Funds as they are now known 
envisaged by the legislators. The act 
was approved March 20, 1935. 

In general the Delaware statute is 
very simple and evidently was designed 
largely to authorize and not so much to 
control Common Trust Funds, leaving 
the control to general Trust Law and the 
present supervisory authorities, and 
leaving wide discretion in its use and 
management to the trust institution 
operating it. In these ways it differs 
widely from the New York statute. 

In common with the New York statute, 
investment of the Funds is limited at 
least to statutory trust investments so 
that Common Trust Funds holding “non- 
legal” securities may be participated in 
only when the terms of the trust specifi- 
cally so authorize. There follows an 
analysis of this act: 


Who may establish a Common Trust 
Fund? 

A bank or trust company authorized 
to act and acting in a fiduciary capacity, 
other than as agent. 

What funds may be invested in a Com- 
mon Trust Fund? 

Funds held by such bank or trust com- 
pany in a fiduciary capacity other than 
as agent. 

Who may manage a Common Trust 
Fund? 

It shall be created and managed ex- 
clusively by the bank or trust company. 
What investments may be made for a 

Common Trust Fund? 

It shall be composed exclusively of se- 
curities authorized by law for fiduciary 
investment. 


Statutes on Common Trust Funds 
Analysis of State Law in Delaware 


RODMAN WARD 
Trust Officer, Equitable Trust Company, Wilmington 
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What special controls by courts are pro- 
vided ? 


Only that an original executed copy 
of the written plan shall be filed and re- 
corded in the Office of the Register in 
Chancery of the County where the bank 
or trust company is located. 


Are accountings of the fund required? 


There are no special provisions or re- 
quirements. 


Computing Values 


How is withdrawal from a fund restrict- 
ed? 


Upon termination of a fiduciary estate 
which is interested in a Common Trust 
Fund, the value of the interest shall be 
computed on the basis of the market 
values of all the securities composing the 
Fund and that value shall be payable in 
cash to the person or persons entitled 
thereto. 


May the bank or trust company have any 
direct interest in its Common Trust 
Fund? 


It may own an interest temporarily for 
the purpose of making settlement of a 
fiduciary estate that has been termin- 
ated. 


Where is the statute found? 


It is an integral part of the trust in- 
vestment statute, which is in 40 Del. 
Laws, Ch. 230, or in Par. 4401, Sec. 35, 
of the Revised Code of Delaware, 1935. 


One possible objection to the Delaware 
statute is that it makes no provision for 
judicial settlement of its accounts, which 
might be a protection to the trust insti- 


Analysis of State Law in Indiana 


Cc. W. DANNENFELSER 
Trust Officer, Fort Wayne National Bank, Fort Wayne 


\/E are pleased to submit an extract 
from amendment to the Indiana 
Financial Institutions Act made by the 
1937 session of the General Assembly.* 
These amendments have not as yet been 
published in book form, and we are, 
therefore, not yet certain whether they 
are already in effect by virtue of an emer- 
gency clause, or whether they will be- 
come effective at the time of the publica- 
tion of the act. 

Who May Participate: Section 186— 
Every bank or trust company shall in- 
vest any and all money now held or here- 
after received by it in any fiduciary ca- 
pacity, without petition to or order of 
any court except as hereinafter other- 
wise provided in sub-section 1 of this sec- 
tion, in the following classes of property, 
but no other: 


(then follows a list of the various types 
of investments which are legal for trust 
funds, included among such specifications 
being the following): 


(F) Participating interest in a com- 
mon trust fund maintained by a bank or 
trust company under the provisions of 
the Federal Revenue Act of 1936, pro- 
vided that: 

Such participating interests are issued 
exclusively for the collective investment 
and re-investment of moneys contributed 
thereto by the bank or trust company 
in its capacity as a trustee, executor, ad- 
ministrator, or guardian, in conformity 
with the rules and regulations prevailing 
from time to time of the Board of Gov- 
ernors of the Federal Reserve System 
and the Department of Financial Insti- 
tutions with reference thereto. 

Title & Transfer of Holdings: Parti- 
cipating interests shall not be sold nor 
certificates thereof issued to the bank or 
trust company individually nor to any 
other person, nor shall any ownership of 


*From mimeograph reports by the Indiana Bank- 
ers’ Association. 


any part of said fund or any interest 
therein be acquired by any person other 
than the bank or trust company, in its 
said fiduciary capacity. 

Participating interests shall not be 
transferable except to the bank or trust 
company as such fiduciary of another 
trust or estate. They shall be sold and 
redeemed at the current market price 
from time to time to be determined by 
the bank or trust company. Redemption 
shall be made in every case where liq- 
uidation is required and at the termina- 
tion of each fiduciary relationship under 
which participating interests are held. 

Investment Limitations: The invest- 
ment of all moneys contributed to said 
fund shall be limited to those herein- 
above authorized for fiduciary invest- 
ments. 

The trust instrument governing the in- 
vestment of the money shall not express- 
ly prohibit the purchase of any securities 
held in the common fund. 

Such participating interests shall be 
evidenced by certificates duly executed 
by the bank or trust company and issued 
to itself as trustee, executor, adminis- 
trator or guardian of the trust or estate 
whose money is being invested. 

The certificate issued pursuant to the 
sub-section shall be exempt from all prop- 
erty and intangibles taxes if such taxes 
are paid upon the underlying securities 
in the trust. Section 187—Not more 
than $5,000 nor more than 1/10th in fair 
cash value, whichever is greater, of the 
estate or trust shall be invested in the 
obligations of one debtor, provided that 
this restriction shall not apply to any di- 
rect or indirect obligations of the United 
States, or of the State of Indiana which 
are issued in accordance with the pro- 
visions of Section 5, Article 10 of the 
Constitution of the State of Indiana. 

Qualified Types of Securities: We be- 
lieve that the foregoing statements of 
the amended laws require little in the 
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GENERAL 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates : CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX- 
HALL, OPEL, BLITZ— 


MOTORS ACCEPTANCE 


GENE 
WEOR RO) SSS 
INSTALMENT 


mA k 


CORPORATION 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


PLAN 


These NOTES are available, in limited amounts, upon request. 


EXECUTIVE OFFICE NEW YORK 


way of explanations, except that we 
might add that Section 186 of the In- 
diana Law permits investments of trust 
funds in the following classes of prop- 
erty, briefly summarized: 


Direct or indirect obligations of the 
United States; 

Direct or indirect obligations of the 
State of Indiana; 

Direct obligations of any municipality 
within the State of Indiana, provided 
there has been no default in the payment 
of principal or interest within five years 
immediately preceding; 

-Direct obligations of municipalities 
outside of Indiana, which can be rated in 
one of the first three classifications of one 
or more standard rating services, and 
provided there has been no default of 
principal or interest within five years im- 
mediately preceding; 

First mortgage obligations maturing 
in not more than five years from the 
date of purchase, secured by a first 
mortgage on Indiana real estate having 
a value of not less than twice the total 
of the obligations secured thereby. 


¢- BRANCHES IN PRINCIPAL CITIES 


Corporation obligations which are 
rated in one of the first three classifica- 
tions by standard rating services, pro- 
vided the corporation is not then in de- 
fault in payment of either principal or 
interest on any of its obligations and 
provided there has been no default with- 
in five years immediately preceding. 


Bonds or debentures issued under au- 
thority of the Federal Farm Loan Act, 
the Federal Home Loan Bank Act, the 
Home Owners’ Loan Act, or the Nation- 
al Housing Act. 


Reciprocal Tax Arrangements 


Because the present system was not 
“working satisfactorily,” the Provinces of 
Ontario and Alberta have cancelled re- 
ciprocal arrangements in connection with 
succession duties, which were entered into 
to avoid duplication of assessments. Pre- 
mier M. F. Hepburn of Ontario stated 
that the action of his government, while 
following that of Premier Abelhart of 
Alberta, was not due to the latter’s de- 
cision. 
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A short twenty-five years ago 
the few adventurers who owned 
automobiles “had to get out and get 
under” with annoying frequency. 


And the checks they mailed in pay- 
ment of bills incurred in remote dis- 
tricts bore three to a dozen bank 
stamps on the back when finally 
presented for payment. 


Banking has kept pace with inven- 


tion and industry. Today circuitous 
routing of checks is as out of date 
as a 1912 automobile. 
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A Pattern for Public Relations 


Program for Clients, Stockholders, the Bank Staff, 
Lawyers and Life Underwriters 


GEORGE S. VRIONIS 
Assistant Trust Officer, The New Jersey Title Guarantee & Trust Company, Jersey City 


INCE the “Banking Holiday” in 

1933, at practically all banking and 
trust conferences a major theme has been 
“Tell Your Customers More About Your 
Bank,” and it is gratifying to note the 
results obtained by the banks that pion- 
eered in these “Public Relations” cam- 
paigns. 

The Trust Officer who diligently reads 
the outstanding financial and trust pub- 
lications and who, as consistently as pos- 
sible, attends regional and local banking 
and trust conferences, has doubtless 
asked himself, “How can I participate in 
promoting good-will for my institution; 
can I get on the Public Relations Band- 
wagon, and if I can do anything, can I 
do it effectively and economically?” 

To that Trust Officer the following 
suggestions are submitted with the re- 
minder that, if adopted, greater and more 
satisfactory results will be produced if 
the department: 


a) subscribes to and carefully observes 
the “Statement of Principles of Trust 
Institutions” adopted by the Execu- 
tive Committee of the Trust Division 
of the A.B.A. 
is headed by a “Trust Minded” Pres- 
ident and supervised by a Trust Com- 
mittee of active directors who realize 
the tremendous importance and influ- 
ence of the Trust Department on the 
community and the institution, and 
the moral and legal responsibilities 
assumed in rendering trust service. 
functions smoothly with complete and 
efficient forms, records and systems. 
is comprised of a staff that regularly 
attend A.I.B. classes and is enthusias- 
tic about its work. 


Present Clients 


First in order of importance is the 
present trust client or beneficiary, who 


may be a life tenant, remainderman, 
grantor of a voluntary trust, or the prin- 
cipal of an agency or custody account. 


What Do They Know 


The majority of these clients have been 
receiving their income for many years 
without ever seeing or examining the 
stocks, bonds or mortgages that produce 
the income. It is safe to say that few, . 
if any, of these people have ever had a 
“look behind the scenes” and hence they 
have no appreciation of the safeguards 
and controls surrounding their trusts. 


It would seem that an administrative 
officer of the Trust Department could, 
with perfect propriety, address a short 
personal letter to all life tenants, grant- 
ors of voluntary and testamentary trusts 
and principals of agency or custody ac- 
counts and even to certain remainder- 
men, inviting them to drop in at their 
convenience to informally discuss the ac- 
count in which they are interested. Af- 
ter a short discussion of the account, the 
officer might make a few comments about 
the safeguards surrounding the securi- 
ties and invite him to inspect the vault 
and vault deposit and withdrawal forms 
employed in conjunction with the lodging 
and withdrawing of securities from his 
account. 


The majority of trust clients would 
probably be glad to accept the opportun- 
ity to get a close-up of some of the “‘in- 
side” mechanics of his trustee’s work and 
show keen interest in the vault system 
as well as the burglar alarms and other 
protective features with which the mod- 
ern vault is equipped. Some other “be- 
hind the scenes” operations may also be 
of interest, such as the system for collect- 
ing and remitting income, bookkeeping 
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and other business machines, etc. Hu- 
man nature being what it is, the trust 
client will derive a certain amount of sat- 
isfaction, particularly if he is a life ten- 
ant or remainderman, in actually touch- 
ing the securities from which the former 
derives income and which the latter will 
ultimately receive, as well as from seeing 
his own name on the remittance or other 
lists. 


Stockholders 


It might be very advantageous for the 
Trust Officer to suggest to his President 
the idea of making periodic informal re- 
ports to the stockholders as to the growth 
of the Trust Department and its present 
publicity and advertising efforts, send- 
ing them copies of trust literature and 
advising of contemplated plans. In this 
informal report “human interest” stor- 
ies of new estates or trusts may be in- 
cluded; for example, where the Trust 
Department has been named in a will 
under the terms of which a trust is set 
up for the employees of the testator’s 
business or for a well known charity or 
individuals who are familiar or well 
known figures in the community. 

Some time ago it became public in- 
formation that the City Bank Farmers 
Trust Company was trustee of a trust 
including a pearl necklace which, in or- 
der to preserve its natural lustre, was 
worn periodically by one of their female 
employees, who, during such times, trans- 
ferred her work to the vault. Your 


stockholders like to hear stories such as 


these because they appeal to their imag- 
ination and the story involves the insti- 
tution of which they are a part owner. 


This informal message may tactfully 
suggest that the stockholder can play an 
active part in enlarging the scope of the 
Trust Department by utilizing its ser- 
vices himself and by prevailing upon his 
relatives and friends to do likewise. Your 
message may also remind your stock- 
holder that any business which results 
through his efforts will ultimately reflect 
itself in the earnings of your bank and 
increase in value of his capital invest- 
ment in the institution. 


Possibly the President could invite 
each stockholder to drop in on him when- 
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ever the opportunity arose to “talk things 
over” and to make any recommendation, 
criticism or suggestion that occurs to 
him. 


Directors and Officers 


Since virtually all bank directors, 
whether in a large or small community, 
are leading citizens of such community 
from the financial and social standpoint, 
it is logical to assume that they associate 
with people of means and prestige and 
opportunities are constantly presented to 
them to influence and direct their friends 
to the Trust Officer’s desk. 

About a year ago, a Rochester, New 
York bank invited its directors to have 
dinner with the officers of the bank. On 
that day all bank operations were sus- 
pended at three o’clock, the employees 
being requested to report at 7:30 P.M., 
to finish up the day’s business. After 
a dinner served in the director’s room, 
the directors were divided into small 
parties under the supervision of a bank 
officer, to visit the various departments 
of the bank and observe the personnel 
at work. 


Directors and officers may also be in- 
vited to attend lectures by a Trust Of- 
ficer on the subject “Enlisting the Gen- 
eral Bank Staff in the Development of 
Trust Business” as described under the 
caption “The General Bank Staff.” 


Any efforts which will bring your di- 
rectors and officers closer to your insti- 
tution will bring justifiable results and 
may merit the high tribute paid to his 
own institution by the late Festus J. 
Wade, Chairman of the Board of the 
Mercantile Trust Company of St. Louis 
who, in his last will and testament said: 


“T have had every opportunity over a period of 
years, to know the manner in which the Mercan- 
tile Trust Company manages estates and trusts for 
others. I have full confidence in the capacity and 
integrity of the company to manage my estate 
judiciously and capably, after my death. It is for 
that reason that I have named the Mercantile Trust 
Company as my sole executor and trustee. I 
recommend that my wife and children defer to its 
judgment in all matters connected with the ad- 
ministration of my estate.” 


It is suggested that the Trust Officer 
annually check to ascertain how many of 


the directors and officers have reposed 
confidence in their institution by naming 
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it in their wills and lodging such wills 
with the Trust Department. The Presi- 
dent may see his way clear at one of the 
directors’ meetings to make a few ap- 
propriate remarks on the advisability 
of every director naming his institutioi 
as executor and/or trustee in his will and 
lodging it with the Trust Department. 
This may afford an opportunity to bring 
out constructive criticism, which could 
not be discovered in any other way or 
through any other source, bearing in 
mind that the director’s connection and 
familiarity with the institution places 
him in a position where remarks and 
comments about its policies, particularly 
the Trust Department, come to his at- 
tention. This is a rather delicate situa- 
tion which can be discussed only in a 
general way and must be handled with 
the proverbial “kid gloves.” 


The General Bank Staff 


In all too many cases, the Trust De- 
partment is surrounded with an aura of 
mystery which is seldom penetrated by 
the general bank staff. This unfortun- 
ate situation can be remedied by a course 
of internal lectures given by trust execu- 
tives, describing the department and the 
work it does. The results are generally 
lasting, for they have a tendency to im- 
pel each employee who meets the public 
to be on the alert for new trust business 
and permit him to discuss Trust Depart- 
ment functions with some degree of in- 
telligence when presented with an op- 
portunity to do so. 

There is only one admonition to be 
made in respect to these lectures, that is 
—confine the lectures to human interest 
angles of trust administration and do not 
dwell too much on bookkeeping, account- 
ing and taxation. Wherever possible, in- 
corporate in the subject matter curious 
and unusual wills and wills that have 
been mentioned in the newspapers or in- 
volved in litigation. The bank staff 
should, of course, be cautioned to act as 
initiators of new business and not at- 
tempt to describe or advise on technique. 


Lawyers 


When it is considered that our Codes 
of Ethics between corporate fiduciaries 
associations and lawyers which received 
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wide publicity in the last ten years, 
coupled with statutes which preclude cor- 
porate fiduciaries from preparing wills, 
we find that our local attorneys have a 
great deal of influence on the wills and 
trusts which come to our departments. 
In this respect, it cannot be too strongly 
urged that we do everything possible to 
assist and cooperate with every attorney 
who has occasion to come to our respec- 
tive desks, no matter what his mission. 

Practically all Trust Departments sub- 
scribe to the various tax and trust ser- 
vices, such as the Prentice-Hall Trust and 
Tax Services, Commerce Clearing House 
Estate and Tax Services, Stock Transfer 
Guide and Service, various books written 
by Certified Public Accountants, Tax 
Consultants, Insurance Authorities, etc., 
and other books and services which an 
attorney requires from time to time in 
his daily work. 

It is suggested that every effort be 
made to have the Trust Officer address 
his local Bar Association, using as his 
subject a title such as ““How Lawyers and 
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Trust Officers of our Community may Co- 
operate” or some similar title. In his 
talk, the Trust Officer may invite the at- 
torneys to avail themselves of the ser- 
vices and books in its trust library and 
may offer to assist the lawyers generally 
in connection with the transfer of stock, 
the furnishing of information on stock 
transfer stamps, waivers, etc. 

The Trust Officer’s address may touch 
upon ambiguous phraseology that may 
have been found in certain wills and 
trusts, that have come to his attention 
or wills and trusts that required con- 
struction by the courts. He may dis- 
course on the administrative phrases of 
voluntary and life insurance trusts and 
familiarize his listeners with the high- 
lights of the various types of business 
insurance trusts. He may perhaps, dis- 
tribute to the lawyers, with the compli- 
ments of his bank, a copy of “100 Ques- 
tions & Answers on Business Insurance 
and Business Insurance Trusts” which 
may be obtained from the Trust Division 
of the A. B. A., for a very nominal sum. 
Perhaps it may be well to distribute the 
“Statement of Principles of Trust Insti- 
tutions.” 


Choice of Topics 


Other topics that he may touch upon 
are: Escrows, Charitable Trusts, Ac- 
countings, Depositary under Order of 
Court for Reduction of Bond; and he 
may also discuss the policies of his insti- 
tution with respect to its relationship 
with the members of the Bar; e.g., to 
point out that his institution refers a 
prospective testator to his own attorney 
and that its policy is to retain the at- 
torney who drew the will, where his in- 
stitution qualifies as executor, trustee or 
guardian thereunder. 

It must be remembered that unless the 
Trust Officer is a duly admitted member 
of the local Bar Association he must 
eliminate or “soft pedal” any reference 
to the legal aspects of wills and trusts. 
Local conditions will invariably dictate 
some or all of the topics that may be 
discussed by the Trust Officer and his 
own knowledge and standing in the com- 
munity will have a great amount of in- 
fluence on the success of his efforts to 
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convince the members of the local Bar 
Association that his institution as well 
as himself, individually, desires to co- 
operate and collaborate with the Bar in 
every way. 

The writer has personally held month- 
ly discussions with the members of the 
Bar of one community by inviting a se- 
lect group of younger attorneys to meet 
with him in the Directors’ Room of the 
bank at 8 P.M. As many as 30 lawyers 
attended the monthly meetings which 
were conducted informally and as a round 
table discussion on wills, estates and 
trusts; the result, good-will and under- 
standing, to say nothing of the many 
lawyers who were made “Corporate Fidu- 
ciary Minded” and the new trust busi- 
ness which came to the bank. No “good- 
will” effort is more important and more 
justifiable than an effort made to con- 
vince our local Bar Associations that we 
are anxious to cooperate with them and 
once your program is initiated, the many 
desirable results that will be obtained 
will be most gratifying. 


Life Insurance Underwriters 


The life insurance underwriter is one 
of our best friends whom we have re- 
cently overlooked. Many of us will re- 
member the insurance trust “boom” of 
1927 to 1932. Some of our largest banks, 
realizing the tremendous volume of in- 
surance in force and the prospect for 
linking trust service with the proceeds 
of life insurance policies, created separ- 
ate departments for the handling of per- 
sonal and business life insurance trusts. 
Educational courses were made available 
to selected life underwriters, who were 
invited to attend lectures held under the 
auspices of such banks. These lectures 
covered trust services generally and were 
designed to acquaint the life underwriter 
with the advantages offered by the mod- 
ern corporate fiduciary. 


The life insurance representatives 
were quick to respond to this friendly 
gesture of cooperation on the part of 
their friends in the trust business, per- 
haps on the theory that the Trust Officer 
and the life underwriter and the lawyer 
were serving one and the same client. 
One bank engaged a prominent insurance 
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authority to address life underwriters 
in its behalf and to explain the various 
types of insurance trusts. Another pur- 
chased a motion picture called “Vanish- 
ing Fortunes” from one of the large life 
insurance companies and tendered a din- 
ner to local underwriters at which this 
film was shown. Other banks distributed 
educational and descriptive trust litera- 
ture, prepared especially for life under- 
writers. 


The life insurance trusts and other 
trust business which was secured by the 
banks actively cooperating with the life 
underwriters is a matter of record and 
trust statistics for the years 1927 to 1933 
will reveal the tremendous increase in 
the volume of personal and business in- 
surance trusts. Then came the “bank- 
ing holiday” which caused the lapsing of 
many life insurance policies, which in 
turn meant the revocation of a substan- 
tial amount of life insurance trusts. 
Meantime, in those banks where one or 
more life insurance trusts became opera- 
tive by reason of the death of the grant- 
ors, it was realized that this type of 
business was very desirable and perhaps 
the finest type of account that any bank 
could hope to have because, upon the 
death of the grantor, the trustee received 
all cash in the trust, contrasted to a will 
which became operative and through 
which a bank received as trust assets, 
stocks, bonds, mortgages and real estate 
of doubtful value. 


Now Is the Time 


I am firmly convinced that now is the 
time to collaborate in every way with the 
underwriters of our respective communi- 
ties and I believe that the Trust Officer 
who grasps the opportunity to address 
gatherings of life underwriters on a topic 
such as “How Knowledge of Trust Ser- 
vices will help you to Sell More Life In- 
surance” will greatly benefit from the 
time and effort invested. During his 
talk, the Trust Officer may describe the 
administrative phases of the various 
types of life insurance trusts and the 
business insurance trust and he may com- 
ment on trust investments, the relation 
of life insurance to the general estate, 
Federal and estate taxes and he may com- 
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pare the settlement options of the insur- 
ance companies with the life insurance 
trust. 


Then too, he may distribute to the life 
underwriters complimentary copies of 
“100 Questions & Answers on Life Insur- 
ance Trusts” and “100 Questions & An- 
swers on Business Insurance and Busi- 
ness Insurance Trusts” and he may in- 
vite them to avail themselves of the va- 
rious books, trust and tax services car- 
ried in the library of every efficient Trust 
Department and he may point out that 
he is ready at all times to assist the life 
underwriter when he is confronted with 
problems (other than legal, of course) 
regarding wills, estates and trusts. 


Finally, he may point out to the under- 
writers that the Trust Officer, the at- 
torney and the life underwriter, each 
with a highly specialized knowledge of 
his own field are seeking to serve a com- 
mon client and he may suggest the desir- 
ability of “team work” to the end that 
the common client may be better served. 


We may well compare our present trust 
clients, stockholders, directors and offi- 
cers, general bank staff, lawyers and life 
insurance underwriters with vast water- 
falls which, if and when properly har- 
nessed, will give us power and light; in 
the case of our Trust Departments, the 
power is reflected in our new business 
and the light in the good-will that will 
flow to us from our efforts in developing 
the latent cooperation now at our dis- 
posal. 










HE Barkley bill to regulate trustees 
under corporate indentures, based on 
the Securities & Exchange Commission’s 
studies and as amended in the confiden- 
tial committee print, was not opposed by 
representatives of the corporate trustees 
at the hearings in Washington on June 
15th. Testimony given by A. A. Tilney 
and R. G. Page of Bankers Trust Com- 
pany, New York; and Robert M. Hanes 
of Wachovia Bank & Trust Company, 
Winston-Salem, were unanimous, how- 
ever, in the opinion that the prohibition 
against certain bank loans to corpora- 
tions for which it acted as trustee would 
be disadvantageous to bondholders, the 
corporation and the trustee, Mr. Tilney 
suggesting as a preferable alternate, con- 
centration on penalty provisions against 
improvement of a trustee bank’s creditor 
position at the expense of bondholders. 
Mr. Page remarked his committee’s 
recommendation for exclusion of foreign 
government issues. 

Agreement with fundamental concepts 
of the bill was stressed, Mr. Hanes, as 
chairman of the Federal Legislative 
Committee of the A.B.A., characterizing 
this as “a perfect example of what can 
be accomplished by Government and busi- 
ness if their representatives will... sit 
down together to draft legislation,” re- 
sulting in a “workable, practical and liv- 
able bill.” ' 

Testifying that certain provisions oth- 
er than that on bank loans might prove 
too rigid and burdensome on legitimate 
business, Mr. Tilney, as chairman of an 
informal committee of New York bank 
executives, cautioned: 


“The broad discretionary power grant- 
ed to the Securities and Exchange Com- 
mission by the Bill will require in its 
administration, if the objectives of the 
Bill are to be attained, a high degree of 
common sense, reasonableness and co- 
operation both by the Commission and 
the trustee institutions. To this end we 
pledge our support. 
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Corporate Trustee Bill Held “Livable” 


Testimony on Barkley Bill Indicates General Endorsement 


“We do not accept as well founded 
many of the statements and conclusions 
in the report of the Commission upon 
which the Bill is based. We are, how- 
ever, prepared to try in good faith to do 
our part toward the successful admin- 
istration of the Bill. We ask of the Sen- 
ate a sympathetic hearing, if after a 
fair trial, we then find it necessary to 
suggest amendments.” 


Confirming the mutuality of purpose 
with the S.E.C., but expressing regret at 
omission of certain studied recommenda- 
tions, Mr. Page, as chairman of Commit- 
tee on Mortgage Trusteeships of the 
Trust Division, A.B.A., offered coopera- 
tion of his committee “to continue to 
work with the Securities and Exchange 
Commission on the preparation of regu- 
lations and on other problems of admin- 
istration under the Bill. We are as anx- 
ious as you gentlemen that the Bill when 
enacted shall accomplish the purpose 
promptly, and with as little handicap to 
legitimate business as possible. To this 
end we pledge our full cooperation.” 

Philadelphia and Chicago corporate 
fiduciaries are scheduled for representa- 
tion at the hearings the following week, 
to present further considerations not cov- 
ered by the testimony of these commit- 
tees. 


Trust Indenture Changes 


Provisions of trust indentures relating to 
guaranteed mortgages may be altered in 
order to relieve distressed mortgage com- 
panies and protect the public during a finan- 
cial emergency, according to a decision just 
rendered by Vice-Chancellor Stein of the 
New Jersey Court. In ruling upon the 
application of the Savings Investment & 
Trust Co. of East Orange, as trustee, for 
instructions, the court upheld the consti- 
tutionality of Chapter 71 of the Laws of 
1933 which permits the State Banking Com- 
missioner to make changes with the con- 
sent of two-thirds of the interested parties. 
A more complete report will be found in 
the next issue. 
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Wor.Lp’s Most \ 
EXPENSIVE TRUST FILE 


HEN your trust file eats up money—in 

delays, lost papers, inconvenience—you 
have the world’s most expensive filing system. 
You are paying for good filing many times over 
without getting either the speed or safety mod- 
ern conditions demand. 


At one time any old file would do. There were 
few trusts and few papers to handle. Today 
there are many trusts and more operations to 
perform, all of them using up extra time with 
an old-fashioned, over-burdened file. 


In modernizing your trust file, keep this fact in 
mind. New equipment is not in itself a guaran- 
tee of results. Still more important is the system 
on which it is based. And only filing specialists 


with knowledge of your business, can supply 
that vital factor. 


Remington Rand has pioneered in trust de- 
partment filing . . . has furnished hundreds of 
leading companies throughout the country with 
the simplest, most efficient methods. Any user 
can locate any paper in thirty seconds’ time. 


A Remington Rand Trust File can be set up 
without disturbing your office routine . . . and 
turned over to your employees as an efficient, 
smooth running system, complete in every way. 
Learn how much it can save you and how little 
it would cost for installation. Phone your local 
Remington Rand office or write today to Rem- 
ington Rand, Buffalo, N. Y. 


OK. S4 from Remington Rand 








ILLIONS of words have been writ- 
ten upon the necessity for crystal 
clarity in the terms of a will creating a 
trust if the testator is to be sure that his 
wishes will be carried out. The subject 
probably never will be exhausted. 

The device of a memorandum accom- 
panying the will has frequently been re- 
sorted to in order that the intent of the 
creator of a trust might be more fully 
stated than is possible at times within 
the limitations of legal language. The 
value of such memoranda to a trustee is 
generally recognized. However, there 
was recently found a memorandum with 
a will under which my institution was 
named and qualified as sole executor and 
trustee that is in many respects unique. 
lt reads as follows: 


I trust that whatever money is left after 
my death will be of material aid to you 
both, I wish the amount was greater, but 
you, I sincerely trust, will be as careful as 
possible of whatever there is and use it to 
the best advantage. The following are a 
few things that I would be pleased to have 
you follow out as far as practical: 

Do not ever purchase Stocks or Bonds, or 
in fact make Investments of any kind, from 
any Salesman, without first asking advice 
from some reliable source, (See Mr. _ 
or his successor, or Mr. at . 
or the head of some Bank or Banking house, 
where they have or can find out valuable 
information. 


Please Do Not Overlook This 


Do not ever endorse a Note for anyone, 
and be very careful about putting your name 
on any paper.. Do not loan money, except 
possibly, some small amount for some good 
reason, always bear in mind that money 
loaned is almost never returned, and usual- 
ly causes unpleasant and strained relations. 

In case of marriage, always keep your 
money as your own, and in your own name, 
of course always be willing to help, when 
the case warrants. 











Heir Conditioned 


Memorandum Accompanying Will is Crammed with Practical Advice 


LESLIE G. McDOUALL 
Vice President, The Fidelity Union Trust Company, Newark, New Jersey 
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Should the property, » be in my 
name at the time of my death, no doubt it 
would be too expensive for you to keep, and 
if such be the case, would advise seeing 
Mr. , who I am sure would be glad to 
give you valuable information, whether he 
makes the sale or not. You must under- 
stand that nothing can be done only through 
the Fidelity Union Trust Co. 

Try and always be close to each other, 
and try and let nothing happen to interfere 
in this respect. Try and always live within 
your income, and save all you possibly can. 

Do not forget that life insurance is one 
of the best Investments. Be sure and look 
into this, do not put it off, as the Premium 
increases very materially as you advance in 
age. Look into this and study the differ- 
ent Policies, also ask Mr. about this 
matter, he will give you good advice. 

I would be pleased to have you share ex- 
penses in erecting a monument in the 
cemetery, also in the cemetery. Not 
an expensive one in either place, paying for 
all or part, as circumstances present them- 
selves, and according to your finances. 


Aid To Trustee 














Besides the very practical business ad- 
vice the memorandum: gives to the bene- 
ficiaries it accomplishes something of ex-~- 
treme importance to the trustee. The 
memorandum emphasizes “that nothing 
can be done only through” the trustee. 
Too often it is left to the trustee to ex- 
plain to beneficiaries the duties and re- 
sponsibilities of a fiduciary and the con- 
sequent final authority accompanying 
them. It might be of no little value to 
trustees and to beneficiaries if more tes- 
tators followed the example of the au- 
thor of the memorandum quoted and 
definitely pointed out this essential of 
trusteeship. 

Names are not used in the memoran- 
dum as quoted, but it is none the less a 
real, and, I venture to say, living docu- 
ment. 
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Fact Finding for the Trust Business 


Seminar Research a Stimulus to Individual and 
Institutional Progress 


EDGAR B. LANDIS 
Trust Officer, Chemical Bank & ‘Trust Company, New York 


In describing the opportunity for continuity of trust studies available 
through the Trust Problems Seminar of the New York Chapter, A. I. B., 
Mr. Landis also illustrates the possibilities which such types of organiza- 


tion offer beyond the field of individual education. 


This form of coopera- 


tive effort may also well suggest the nucleus of a nation-wide medium for 


applied research.—Editor’s Note. 


HE investor of colonial times had 

very limited funds and an even more 
restricted outlet for employing them. In 
the simple life of that age property was 
primarily land and loans secured by land 
or capital accumulated by the merchants. 
That was the beginning, however, of a 
period of pioneering, ushering a long and 
fruitful era of creation of wealth—the 
industrial age. Each generation pro- 
duced and consumed, but always left a 
great heritage of surplus plant and prop- 
erty for the new generation to build 
upon. Creation and accumulation were 
fed by the wealth of natural resources of 
the new country, put to use by a great in- 
flux of eager immigrants. 

The corporation was invented as a ve- 
hicle to own and manage the engines of 
production, financing them through the 
accumulated savings of the many. We 
have seen new desires and new inventions 
destroy the stability of certain forms of 
property, while at the same time, taxa- 
tion has been effecting a greater redis- 
tribution of both income and accumulated 
capital. The problem of conserving has 
become correspondingly intricate. 

This period of growth has been suc- 
ceeded by a more static economy, where 
the rate of accumulation is slower. The 
problem is now to conserve. 


Keeping Up With the Times 


Such changes in the world of business 
have left their mark on the trustee, whose 


sphere has been enlarged to meet the new 
problems. Where trustees at one time 
were primarily passive holders of title . 
to simple forms of property and stopped 
at the legal discharge of their obliga- 
tions, with the development of the corpo- 
rate fiduciary the emphasis has shifted to 
active management of trust property. 

The preponderance of trust agree- 
ments now being written where fullest 
discretion is given to the corporate trus- 
tee is recognition of the complex prob- 
lem of the trustee and the need for flexi- 
bility in translating business changes as 
they are reflected in investments. The 
attitude of the courts has undergone a 
consequent change of great significance, 
and to meet the challenge of the modern 
age the corporate trustee must have more 
extensive and more definite knowledge 
than ever before. 

The methods of research and discovery 
which once were employed only in the 
laboratory are now being utilized in most 
lines of business. Perhaps nowhere is 
this method of approach more needed 
than in the Personal Trust Department, 
where the conditions to be met are con- 
stantly changing by virtue of economic 
and political developments. We are liv- 
ing in an age when business standards 
more nearly approach the standards of 
trusteeship than ever before. 

While business in general has bor- 
rowed this principle from the corporate 
fiduciary, the latter is finding it essen- 
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tial to adopt the technique of research 
which has been developed by business 
cerporations to solve internal problems 
and to improve the products or services 
offered. 


Place of the Individual and the Institution 


Since the requirements are not static, 
a means must be provided by which the 
individual may keep abreast of develop- 
ments and cooperate with others, both 
individuals and institutions, to meet the 
problems of today and mitigate those of 


tomorrow. Trust Departments offer a 
fertile field not only for the improvement 
of institutional technique but also for 
the advancement of a trained personnel 
of the highest professional character. 
The secret of American business success 
is the continuing willingness, and even 
urge, to learn new methods and improve 
on the old. Each generation has first 
the task of mastering the fundamentals 
of business as they find it, and then to 
break new ground. There is no stand- 
ing still, only growth or decay, and this 
applies to trust banking as well as any 
other phase of business. 

Rugged individualism, which always 
flourishes in a pioneering period must be 
tempered by recognition of the commun- 
ity of interest existing in our present 
highly organized society. This was 
recognized many years ago when the 
American Institute of Banking was 
formed by the cooperative effort of all the 
banks to promote the development of the 
individual and provide the leaders of to- 
morrow. 


Trust Problems Seminar 


Graduates of the Standard Trust 
Course in the New York Chapter of the 
Institute, realizing the necessity of con- 
tinued application to current problems, 
formed under faculty auspices the Trust 
Problems Seminar in the Fall of 1925. 

They were joined by others in respon- 
sible positions in-local and nearby Trust 
Departments. Being the first organiza- 
tion of this type in the field it was forced 
to originate its own procedure, which 
provided for the preparation of papers 
by members of the Seminar for delivery 
at the stated monthly meetings. In suc- 
ceeding years the annual program 
mapped out by the Seminar gradually 
grew to include addresses by outside au- 
thorities to the exclusion of the indi- 
vidual efforts of members. Recognizing 
the lack of factual data and comparative 
information in connection with the prob- 
lems that pressed for solution, the pro- 
cedure of the Seminar was reorganized 
last year with working committees cov- 
ering the following fields: 


New Business & Publicity 

Investments 

Taxation 

Accounting Problems 

Audit & Control 

New Types of Trust Services (embracing 
common funds, advisory accounts, etc.) 

Real Estate & Mortgages 

Standards & Regulations 

Costs and Commissions 


Outline of Procedure 


These committees were not “listening” 
groups, but active, enthusiastic working 
organizations which met frequently out- 
side the regular monthly meetings of the 
Seminar, preparing their reports which 
were delivered at the scheduled Seminar 
meetings. Each committee was allotted 
one session of the Seminar at which to 
report its findings, and subjects were 
subdivided so that each member of the 
committee had a part on the program. 

In view of the timeliness of the sub- 
ject, the report of the Seminar Commit- 
tee on Trust Costs and Fees is presented 
herewith as an example of the work ac- 
complished during the year which ended 
in May. 
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Knowing that at first information 
would be refused by some banks and 
given unwillingly by others, either be- 
cause of lack of specific figures or be- 
cause figures were as yet unproven, it 
was decided to send out to a number of 
New York City banks a questionnaire 
designed to find out what progress had 
been made in regard to trust costs, 
whether this information would be made 
available to the Committee and if the con- 
clusions arrived at had brought satis- 
factory results, then to base future re- 
search upon reaction to the questionnaire. 
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The second step was to formulate a 
general basis for figuring trust costs and 
a trial method was decided upon as the 
best way to reach definite conclusions. 
Figures submitted are the gradual con- 
clusions from information supplied by 
cooperating banks and by deductions of 
the Committee members. There undoubt- 
edly are inaccuracies and in no event, 
could they be employed without taking 
into consideration the individuality of a 
specific bank, but the groundwork has 
been laid for comparative studies applic- 
able to live trust problems. 





Trust 


Costs 


Allocating Administrative and Operating Costs 
of Large Trust Departments 


Report of Committee of Trust Problems 
Seminar, New York Chapter, A. I. B. 


HILE the calculation of the cost of 
handling specific trust accounts is 
not a new subject, its practical value is still 
doubted by a large part of our trust exe- 
cutives. This is largely due to the impres- 
sion that the cost of obtaining this data is 
either prohibitive or greater than the re- 
sults would justify. 

A number of ways of improving the sit- 
uation present themselves, among them, in- 
creasing the understanding of the problem, 
and concerted action by those preparing and 
using cost data. Obtaining higher than 
standard fees for small or complicated ac- 
counts is not impractical, especially if the 
client can be shown what his account will 
cost. Another solution is to simplify an 
expensive account before it is accepted so 
that a lower fee will compensate. And then 
there is also the possibility, however remote, 
of increasing the fee level. Few of us real- 
ize how much lower New York rates are 
than those in effect in most other states. 
The key to this entire problem of low trust 
earnings on small and complicated accounts 
is a simple and comparatively inexpensive 
but sufficiently accurate method of calcu- 
lating the cost of specific trust accounts. 


Explanation of Method Used 


The methods of calculating the cost of 
individual trust accounts noted by the com- 


mittee as being in use in New York can 
be divided roughly into those which segre- 
gate administration and operating casts 
and those which do not. The latter method 
divides the total cost of the trust depart- 
ment on the basis of security transactions 
or security holdings and applies these per 
transaction or per holding costs to an ac- 
count by counting its activity or holdings 
and multiplying the result by the average 
cost. 

The former method applies operating 
costs or costs involving routine functions, 
by dividing the operating departments into 
theoretical divisions each of which handles 
only one type of transaction. The total 
cost of each of these divisions is divided 
by the number of transactions the division 
handles to obtain the cost of each trans- 
action. These costs are applied to the par- 
ticular account by counting its transac- 
tions. It applies administrative costs either 
by weighting all trusts according to esti- 
mated complexity and dividing the total 
units into total administrative cost, or by 
dividing the personnel of the administra- 
tive divisions into groups of those perform- 
ing the same type of service. After pro- 
rating total administrative costs to indi- 
viduals on the basis of average salary in 
his group, this cost is applied to the ac- 
count on the basis of time actually spent on 
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the account by the various individuals. The 
method of weighting trusts according to 
estimated complexity we shall call the “esti- 
mate” method, and the method of apportion- 
ing costs in proportion to time spent, the 
“time” method of calculating administrative 
costs. 

While the Committee is not convinced 
that any of these methods has attained the 
goal of combined simplicity and accuracy, 
the “time” method of calculating adminis- 
trative costs combined with the “per item” 
method of calculating operating or routine 
costs seemed to present a more convincing 
picture of an account and to serve as a 
better laboratory example. In presenting 
the manner in which a cost method on this 
basis would function, a hypothetical trust 
department has been set up in which our 
cost system will be installed. The result- 
ing cost figures are not taken from any one 
bank and are not intended to represent an 
ideal. The entire purpose of the example is 
to show the method of application of the 
cost basis being presented. 

Since costs are more easily calculated 
when each member of the organization per- 
forms a specialized task, a large trust de- 
partment was used in our hypothetical ex- 
ample, the cost of the units called admin- 
istrative being calculated on a ‘time’ basis, 
and the cost of those called operative being 
calculated on a “per item” basis. 


Calculating Administrative Costs 


Whereas, in our method, the’cost of the 
operating or routine functions of the trust 
department is divided between small the- 
oretical groups, each of which handles a 
specialized task, the entire cost of the ad- 
ministrative divisions, both direct and in- 


direct, is first lumped together. Most banks 
now have the total cost of the trust depart- 
ment segregated although they differ on 


what items to include, especially with re- 
gard to new business costs, management, 
auditing and other supervisory expenses 
and similar items. 

We shall not attempt to decide whether 
or not any such items should be included 
in our total trust department cost but pro- 
vide for some of them in our total of 
“management expense” shown below. Ac- 
cordingly, our immediate problem is to di- 
vide total trust department costs between 
“administrative” and “operating”. In most 
banks this will require an analysis of the 
total cost and a segregation of each con- 
tributing cost. The following table shows 
a rough allocation of costs to our hypo- 
thetical “administrative” group on an an- 
nual basis: 
$104,000. 

40,000. 

5,000. 

20,000. 


100,000. 
251,000. 


Salaries 

Stenographiec Cost 
Forms and Stationery 
Legal Expense 

Direct Overhead 
Management Expense 


Total ‘‘Administrative’’ Cost $520,000. 


Salaries cover only those of officers and 
employees shown on the left of the admin- 
istrative chart from the assistant vice pres- 
ident down. Stenographic cost includes its 
proportion of overhead. Legal expense re- 
presents the trust department’s share of the 
retainer. Direct overhead is rent or its 
equivalent calculated on 20,000 square feet 
of floor space at $5.00 per square foot per 
annum. Management expense includes both 
an allocation of part of the general bank 
management expense and the cost of intra- 
departmental management. 


Allocation to Individuals 


Having arrived at the total annual cost 
of the administrative division, our next step 
is to allocate this cost to the individuals 
in the division. Although the theory of 
applying overhead costs to a job in direct 
proportion to salary costs is not strictly 
accurate, the result is as close to accuracy 
as that of any practical method of which 
we know. 

As members of an organization perform- 
ing similar services seldom receive ident- 
ical salaries, the average salary of such a 
group is used as representing a truer cost 
than actual salary. Accordingly, if the 
average of administrative trust officers’ 
salaries is $10,000. per annum, an account 
on which he spends one hour is theoretical- 
ly charged $25: The salary cost of $5.00 
($10,000. salary divided by 2000 working 
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hours per year) multiplied by five, the pro- 
portion of administrative salaries ($104,- 
000.) to total administrative expense 
$520,000). The total cost to an account of 
time spent on it by any member of the 
administrative division in our hypothetical 
example can likewise be calculated by mul- 
tiplying the salary cost by five. 

To apply these rates to a particular 
trust account a record must be kept by 
each member of the administrative division 
of the time he spends on the account for 
the period being scrutinized. The banks 
using this system which came to our atten- 
tion do not feel that the cost of keeping 
this running record is too large for the 
data obtained. 


Uses of Data 


Some of the many uses for this type of 
cost data are in calculating a commensur- 
ate fee on troublesome accounts where the 
fee can be increased, learning more exactly 
how much troublesome individuals and ser- 
vices cost the department with the view of 
terminating the relationship or simplifying 
the service where possible, and in more 
accurately forecasting what a particular 
piece of new business will cost so that a 
commensurate fee can be charged or the ac- 
count declined. 

To estimate the cost of a particular trust 
account on our books, on an annual basis, 
the attached work sheet has been prepared, 
divided into “administrative” and “operat- 
ing” functions. 

Under “administrative”, in addition to the 
individuals under the administrative assist- 
ant vice president, appear an investment 
committee of the assistant vice president, 
two trust officers, an investment manager 
and a secretary, and the mortgage and real 
estate and fiscal divisions. 

The two latter are divided between “ad- 
ministrative” and “operating” as some of 
their functions are best calculated on a 
“per item” basis and some on an “admin- 
istrative” or “time” basis. The costs of 
these divisions are divided between the up- 
per and lower sections of the work sheet. 

The method of calculation of the other 
administrative hourly rates was similar to 
that explained above for trust officer. 

To make the work sheet more graphic, a 
hypothetical trust account was set up and 
the administrative and investment activity 
estimated. The trust chosen was a one hun- 
dred thousand dollar voluntary trust with 
considerable diversification but little admin- 
istrative activity during the year studied. 


“Trust in -tfawaitan Taust” 


Honocucu-tfawaii, 


The estimated hours spent on this hypo- 
thetical trust were entered on the work 
sheet and the total administrative cost cal- 
culated. While it is hoped that the result 
is not far from representative, no effort 
was made to illustrate the experience of 
any particular bank. 

Although a trust was chosen as our ex- 
ample, the method and form could also be 
used for estates, guardianships, investment 
management accounts, agencies, or other 
personal trust accounts. 


Calculation of Operating Costs 


In subdividing the trust operating depart- 
ment into divisions for “per item” cost pur- 
poses, the actual operating groups may be 
used or disregarded as is expedient. Each 
group should, however, handle only one type 
of item on which a ‘per item” cost figure is 
to be calculated. These groups we shall call 
“cost divisions”. 

On our work sheet the sub-items under 
“eperating’ such as Coupon Items, Dividend 
Items, etc. represent our “cost divisions” 
for coupon collection, dividend collection, 
etc. 

The total cost per annum of each of these 
“cost divisions” is calculated in the same 
manner in which our total administrative 
division cost was calculated, using the 
amount of salaries, overhead, stationery, 
and management expenses which is allo- 
cated to each division. This allocation is 
more difficult in the comparatively small 
operating “cost divisions” than in the large 
administrative division especially where the 
organization of the “cost divisions” does not 
exactly follow that of the actual operating 
divisions. It will be necessary probably 
often to allocate one individual’s salary to 
two or more “cost divisions” but if hair 
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INDIVIDUAL ACCOUNT WORK SHEET 
NAME OF ACCOUNT — John R. Roe Trust GROUP — 2 


ADMINISTRATION No. of 
Administration: Hours 
ES ee een a oe) 
CS ae a ‘ 1 
Assistant Administrator = 

Investment: 
Officer fe 
Investment Manager —______ eee 
Assistant Investment Manager —_ 
Investment Committee _..___ 
Mortgage and Real Estate: 
Whole Mortgages — his 
EASES ese eeees - 
Real Estate—Active — ree 
—Nominal Duty 
Guaranteed Certificates —_______ es 
Fiscal Division: 
I = 
RN SUR ce se een = 
BEE EAE SMa aabveianid 
Executive 


ocoocor 


| coon 


TOTAL ADMINISTRATION  _ 


Cost Per 
OPERATING Item 
Income Collections 
NT 25 
Dividend Items 15 
Mortgage Interest 30 
Rent Collections 0 
Permanent Records: 
Cash Ledger Postings 10 
Cash Statements (per copy) 1.00 
Maintenance of Security Records -25 
(per holding) 
Security Statements (per copy) _. 
Remittance Items 
Security: 
Safekeeping (per certificate) 
Vault Operations —. - 
Security Transactions (R & D) __ 
Transfers, Exchanges, Etc. _________. 


TOTAL OPERATING 
TOTAL COST 
TOTAL PRINCIPAL COMMISSIONS $2,020.00 
LIFE OF TRUST (No. of Years) 


Principal Commission per Annum _$ 67.33 
Income Commission 


TOTAL COMMISSION $229.49 


NET ANNUAL PROFIT $ 13.19 
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splitting is not indulged in, a reasonably 
accurate allocation can be made without 
the expenditure of too much time. 


When the total annual cost of each “cost 
division” has been calculated, this total cost 
is divided by the number of items handled 
by the division during the year to arrive 
at the cost “per item.” These “per item” 
costs for our hypothetical trust department 
have been noted on the attached work sheet. 


Again we wish to call attention to the 
fact that these costs are not intended to 
furnish an ideal or actual picture, but 
merely to represent approximations with 
which to illustrate our method. 


The next step in applying these “per 
item” costs on operations to the trust ac- 
count being studied is to count the number 
of items which occurred in the trust-during 
the period under scrutiny. No attempt is 
made to outline the possible sources of this 
information, as the most economical method 
depends so largely on the types of records 
in use in the bank collecting the data. 


Possible Uses of Results 


The lower portion of the work sheet is 
devoted to space for the calculation of the 


average annual yield on the basis of the © 


rates of commissions payable on the trust 
and a comparison of this annual yield to 
the annual cost of the account. In our hy- 
pothetical trust, New York statutory fees 
have been used in calculating the annual 
yield and a comparison with the annual 
cost of the account shows a calculated net 
profit of $13.19. The consensus of opinion 
seems to indicate that this figure is not 
improbable for a normal $100,000. trust 
with statutory fees. 

If the profit is small or non-existent, the 
donor or beneficiary could possibly be ap- 





proached for an increase in the fee. Where 
the cost of services appears to be ex- 
orbitant, the services could be scrutinized 
for inefficiency or unnecessary effort. 

If nothing can be done about improving 
the condition of the particular trust, the 


data collected can be used with similar data . 


collected on other representative and out- 
standing accounts to compile charts and 
statistics which can be used to estimate the 
probable cost of new business before it is 
accepted, or for presentation to support any 
action for changes in statutory fees or 
court allowances. 

Average experience on accounts of var- 
ious sizes and with various types of hold- 
ings can be used to prepare charts for of- 
ficers accepting accounts which will give 
them, at a glance, the approximate cost per 
annum of the average account of the size 
and with the type of holdings being con- 
sidered. This per annum cost, multiplied 
by the probable number of years the trust 
will run and weighted at the judgment of 
the officer to conform to the personalities 
involved, should, when a reasonable profit 
has been added, give the total fee which 
should be collected. This total fee can be 
apportioned to income and principal over 
the life of the trust in the most convenient 
manner. This is, of course, an ideal pro- 
gram, and not always practicable at this 
stage, but we think it is a worthwhile goal. 


(Note: Recognizing that further study is needed, 
the Committee invites the aid of similar groups in 
other centers to cooperate in developing an ideal 
method of cost accounting for Trust Departments. 
Findings as to the proper basis for fees must 
necessarily depend upon the completion of cost 
studies.) ; 


A will recently admitted to probate left 
the testatrix’ entire estate of $3,000 for the 
care of her pets, a cat and eight dogs. 





District of Columbia Gets Modernized Trust Rule 


New Rule of Court Governing Investment of Trust Funds 


IBERALIZATION of regulations 

governing the investment of trust 
funds in the District of Columbia has 
been effected by Equity Rule 71, recently 
formulated by the District Court justices. 
Many significant changes over previous 
practice, operative on and after July 1, 
1937, were made by Theodore Cogswell, 
register of wills. The court was assist- 
ed in the preparation of the new Rule of 
Court by two special committees of the 
District of Columbia Bankers Associa- 
tion under the respective chairmanships 
of David Bornet, vice president, Nation- 
al Savings & Trust Co., and Frank M. 
Perley, trust investment officer, Ameri- 
can Security & Trust Co., and the Bar 
Association committee headed by Col. 
Walter C. Clephane. 


“__and to Miss ‘Tootsie’ O’Connor he leaves 
his check stubs for 1935 and six” 


Reprinted by permission from Esquire. 


The Rule applies in the absence of a 
contrary stipulation in the instrument 
creating the trust, or “extraordinary 
conditions set forth fully to the Court’, 
and declares that investments “will or- 
dinarily be sanctioned only when made 
in the obligations meeting the following 
requirements.” Among the more im- 
portant revisions in the latter are: 


1. First mortgages on real estate lo- 
cated within 10 miles of the District’s 
boundaries are permissible. Section VI, 
A, 1. Formerly, such obligations were 
restricted to property in the District. 


2. In lieu of the previous condition 
that railroad obligations must have paid 
4% dividends on all the company’s out- 
standing capital stock for five years im- 
mediately preceding the investment, 
there is now imposed the requirement 
that the net income available for pay- 
ment of fixed charges must be at least 
equal to the company’s fixed charges in 
each year, for at least four out of five 
of its fiscal years next preceding the date 
of investment, and not less than 1% 
times its fixed charges, for the im- 
mediately preceding fiscal year. Section 
IV, A, 5. 


3. The field for investments in railroad 
equipment trust obligations is also broad- 
ened. Section IV, B, 2c. 


4. The obligations of public utilities 
are no longer limited to those located 


- within the District, with the exception 


Section V. 


5. The bonds of street railways were 
outlawed as permissible investments, 
with two enumerated exceptions. 


of street railways. 


No significant modifications were made 
respecting the requirements in federal, 
state, county and municipal bonds. The 
Rule on the whole is intended to combine 
the best features of the trust investment 
rules in New York, Pennsylvania, Massa- 
chusetts, New Jersey and Connecticut. 
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Trends In The Trust Field 
Highlights on Topics Under Active Discussion 


Permanent Tax System in Making 


AX changes, following legislative 
proposals from the Treasury De- 
partment, are promised by January l, 
1938, by Under Secretary Roswell Magill. 
Speaking to the Joint Committee on 
Tax Evasion and Avoidance, he said “the 
Treasury had begun its work” precedent 
to “a careful survey of the present tax 
structure.” He added: “We want to pre- 
sent full information as to the operation 
and effect of the present tax system, the 
incidence of taxation upon tax payers 
in the different income classes, and in 
general the effect of our present forms 
of taxes upon the social and economic life 
of the country.” 

The Under Secretary declared it to be 
the Administration’s hope “that on the 
basis of these data, the Congress may be 
enabled to formulate a new revenue law 
which will represent the best present 
thought as a permanent fiscal system for 
the Federal Government. Changes in 
rates may then be made from time to 
time, but the citizens of the country can 
plan on the basis that the major forms 
of taxation thereby imposed will consti- 
tute the backbone of the Federal tax sys- 
tem.” 

—— fe 
Barkley Bill 


EGAL division officials of the Govern- 

ment’s banking agencies are confi- 
dent that the Barkley Indenture Bill will 
prove less burdensome to trust depart- 
ments of banks than the comment pub- 
lished in newspapers has indicated. One 
high official of a bank supervising agency 
said that the measure “ought to be bene- 
ficial to trust companies.” He pointed 
out that because the bill contained cer- 
tain definite language, as for example, 
on minimum requirements, trust officials 
would know “exactly where they stand.” 


=. ae 


This official believed that there would be 
some smoothing up of the language of the 
bill, as for example in Section 7 where 
the phrase “prudence and care” is used. 
On such definitions, he said that the 
“courts could be trusted to establish 
standards. 

Washington banking authorities see no 
foundation for the report that this bill 
will bring about segregation of trust 
functions. Neither is it believed that the 
bill will operate to disturb a bank’s finan- 
cial position. In fact, because the meas- 
ure contains specific definitions, elimin- 
ates interlocking directorates and de- 
fines the qualifications of trustees, “it 
should make bank supervision less com- 
plicated” the official pointed out. 

As this issue goes to press the hear- 
ings before the Senate Banking and Cur- 
rency Committee continue. Officials of 
the Committee assert that full opportun- 
ity will be given for expressions of opin- 
ion but, at the same time, indicate that 
these hearings will not be allowed to drag 
along. Administration leaders in Con- 
gress declare that they “fully expect” the 
Barkley bill to be passed at this session 
of Congress. As for the Lea Bill and 
the Chandler bill, it appears, at this writ- 
ing, that the same effort will not be made 
to press them through, unless, it is point- 
ed out, Congress plans to stay in session 
all summer. 

The filing of the critical report on the 
Barkley ‘bill, by the Federal Advisory 
Council, was not sponsored by the Fed- 
eral Reserve Board but was significant- 
ly filed with its knowledge and consent. 
However, Government officials comment- 
ing on the views of the Advisory Council 
point out that many of the criticized fea- 
tures of the Barkley bill are expected to 
be rewritten or changed. Conferences 
to that end have been in progress between 
the American Bankers Association and 
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the Securities and Exchange Commission. 
The Advisory Committee’s report refers 
to the original bill, it is pointed out. 
While even some of the Government’s 
banking agencies are not enthusiastic 
about some parts of the Barkley bill, it is 
held that, with the changes that have 
been proposed by the bankers association, 
the measure will not prove “too revolu- 
tionary.” 


+ —+— -+ 


Common Fund Status 


HE Federal Reserve Board has been 
giving lengthy study to many prob- 
lems of the common trust fund. It had 
been hoped, ere this, to have a regulation 
ready on the subject. However, the prob- 
lems incident to such a regulation are ad- 
mittedly many and complicated, as trust 
officials well know. The members of the 
Board of Governors are moving cautious- 
ly and deliberately while recognizing the 
need for restrictions that would prevent 
abuses by unqualified fiduciaries. When 
the regulation is issued, Board officials 
hope that the problems incident to the 
common trust fund will be clarified and 
recognized with clear direction indicated. 
Allied with the studies of the Federal 
Reserve Board are the efforts of officials 
of the Federal Deposit Insurance Corpo- 
ration, to more sharply define its respon- 
sibilities in connection with trust funds 
on deposit in several banks. Regulations 
from the Deposit Insurance Corporation 
are admittedly under consideration. 


——— —-+ —+ 
Protective Committee Standards 


ECOMMENDATIONS for legisla- 

tive action relative to corporate re- 
organizations is the subject of the sixth 
comprehensive report of the Securities 
and Exchange Commission, sent to Con- 
gress the latter part of June. 

The recommendations made deal spe- 
cifically with conflicts of interest in pro- 
tective committees and are designed, the 
Commission says, to give “a new and 
greater measure of assurance that those 
who act in fiduciary or representative 
capacities are free from adverse interests 
_ and appropriate to themselves only those 
discretionary powers which are neces- 
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sary or appropriate for the protection of 
investors.” 


Broadly speaking, the Commission 
takes the position that while full and 
complete disclosure in these situations is 
a basic minimum requirement, it is not in 
itself sufficient. Other measures must 
be adopted which would require not only 
disclosure, but also compliance with min- 
imum standards necessary and appro- 
priate for those who assume a fiduciary 
role in reorganizations. 


The Commission’s report emphasizes 
repeatedly the fiduciary nature of com- 
mittee membership, and the duty of dili- 
gence, efficiency and single minded devo- 
tion owed by committees to the class of 
investors whom they represent. It makes 
the point that under the system which 
has prevailed in the past and which still 
exists, committees have been in a position 
to perform indispensable functions: in 
mobilizing security holders to obtain pro- 
tective action by indenture trustees; in 
exercising surveillance over the adminis- 
tration of estates in receivership and 
bankruptcy; in investigating and disclos- 
ing claims; in scrutinizing and negotiat- 
ing plans, and in marshalling assents 
and dissents to plans. 


The precept that “a man cannot serve 
two masters” is the basic principle in the 
Commission’s report. It says: “With 
respect to all types of conflicting inter- 
ests, the existence of ‘bad faith’ is not 
essential to cause injury to security 
holders. Security holders are entitled to 
representation in reorganizations by per- 
sons who are interested solely in the se- 
curities for which they are acting, and 
who have no conflicting interests which 
could influence their advocacy of the 
cause of security holders.” 


Among the recommendations made are: 


1. Deposit agreements should be al- 
tered and their use greatly restricted, so 
that the powers of committees over de- 
positors will be curtailed and freedom of 
withdrawal by depositors increased. 


2. Proxies and powers of attorney and 
deposit agreements should contain pro- 
visions imposing upon committee mem- 
bers the responsibilities of fiduciaries. 
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CHASE SERVICE 


To Correspondent Banks 


Investment Checkings 


IN ADDITION to its securities safekeeping ser- 
vice and its facilities for the execution of pur- 
chase and sale orders, the Chase is helpful to 


correspondents in a number of other ways. 


Correspondents frequently seek information 
about commercial paper or acceptances which 
they are considering for investment. 


Such inquiries are immediately brought to the 
attention of the Chase officers directly in 
charge of the bank’s own investment port- 
folio. 


These officers welcome the opportunity to 
check investments for correspondents and 
exchange information and opinions on mat- 


ters of investment policy. 


THE 


CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 





Initial Report on Trust Policies 


A; the annual [May] meeting of the 
Trust Division, California Bankers 
Association, the California Committee 
on Trust Policies presented its first re- 
port. This is especially significant as 
representing the work of the pioneer 
State Committee on Trust Policies, of 
which James E. McGuigan, vice presi- 
dent and trust officer, Bank of America, 
N. T. & S. A., of Los Angeles, is chair- 
man. Among recommendations made by 
the Committee were the following: 

Segregation: That the Executive Com- 
mittee of the Trust Division, C. B. A., 
bring to the attention of the Executive 
Council of the C. B. A., the threat to 
separate the corporate trust business 
from the banking business to the end 
that the Association as a body be fully 
informed and prepared firmly and ac- 
tively to oppose any legislation designed 
directly or indirectly to force the disas- 
sociation of banking and trust institu- 
tions. 

The California Bankers Association 
includes practically all of the banks in 
the State of California. While a num- 
ber of its members are engaged in the 
trust business, yet by far the largest 
number conduct a banking business 
only. As a result, the Association, as a 
body, is not always as alert as it might 
be in connection with legislation affect- 
ing trust institutions. This recommen- 
dation was made in an effort to get the 
Association behind the trust institutions 
so that the influence of the body might 
make itself felt. 

State Vice President: Recommenda- 
tion was made that the California State 
Vice President of the Trust Division, 
A. B. A., during his term of office as 
such, be a member ex-officio of the Cali- 
fornia Committee on Trust Policies. 

The purpose of this was to further the 
recommendation of the National Com- 
mittee that the State Vice President be 
made a more active and influential of- 
ficer. In California, the retiring Chair- 
man of the Trust Division automatically 
becomes State Vice President of the Na- 


tional Trust Division. We believe that 
through his membership on the Califor- 
nia Committee on Trust Policies, he will 
keep in close touch with the work of our 
committee and through us with the work 
of the National Division. 

Statistics: It was suggested that a 
recommendation be made to the National 
Committee on Trust Policies that it use 
its efforts to obtain in the report of the 
Comptroller of the Currency statistics 
relating to expenses, chargeoffs and net 
earnings; and that the officers of the 
Trust Division, C.B.A., be requested to 
review the form of report of the State 
Superintendent of Banks and endeavor 
to have that official include in his report 
additional and more adequate statistical 
information relating to State Banks. 

No final action was taken by the Ex- 
ecutive Committee of the California 
Trust Division relative to the first sug- 
gestion. However, most of the members 
who were in attendance were of the opin- 
ion that the addition of these three items 
to the published statistics of the Comp- 
troller of Currency would enable every 
trust institution to measure its own 
operations with the averages applicable 
to its size and to the size of the com- 
munity in which it operates. The Na- 
tional Bank Examiners include this in- 
formation in their regular examination 
reports but for some reason such in- 
formation is not tabulated and published 
in the Comptroller’s report. 

In California, the report of the State 
Superintendent of Banks does not in- 
clude any statistical information. We 
are of the opinion that the officers of the 
local Trust Division will be able to per- 
suade the Superintendent to expand his 
report to include State Bank statistics 
which will be comparable with the statis- 
tics included in the report of the Comp- 
troller of the Currency. 

Tax Cooperation: It was recommend- 
ed that a standing committee on the 
simplification of taxation of estates and 
trusts be appointed to the end that such 
committee may be of every possible as- 


692 





IRUST COMPANIES 


Annual Output... 
Five Billion Dollars 


During the period 1925-1933, New England’s factories 
turned out products to an average value of over five billion 
dollars annually. Included in this total value were 
more than two and one-half billions annually 
spent for raw materials, fuel and electric power. 


To carry on manufacturing activities of these pro- 
portions, New England requires complete banking 
facilities such as are provided by this institution. 


THE NATIONAL 


Shawmut Bank 


40 WATER STREET - BOSTON 


MEMBER FEDERAL 


sistance to the California taxing author- 
ities in bringing about a simplification 
of tax requirements. 

California now has an income tax 
which is not likely to be repealed and 
which is now going through a process 
of seasoning. This is a new field for 
the Franchise Tax Commissioner of the 
State and it is believed that the Com- 
missioner will be entirely willing to ac- 
cept suggestions from such a standing 
committee in connection with reports 
and returns required by estates and 
trusts. 

Costs and Charges: It was recom- 
mended that the members of the Trust 
Division, C. B. A., give immediate con- 
sideration to the applicability of the find- 
ings of the National Committee on Trust 
Policies to the existing situation in their 
own institutions with respect to costs 
and charges and to make such corrections 
in their practice and policies as may be 
indicated; 

That the several fiduciary associations 
in the State undertake the study and re- 


DEPOSIT INSURANCE 


CORPORATION 


vision of their existing fee schedules, if 
any, and adopt uniform fee schedules; 
and 

That members of the California Trust 
Division and members of local fiduciary 
associations accept and apply uniformly 
and impartially such schedules as may be 
adopted. 

In presenting these recommendations, 
the attention of those present was called 
to the first report of the National Com- 
mittee. The importance of placing trust 
business on a paying basis and keeping 
it there was stressed. The reasons for 
the unprofitable operation of Trust De- 
partments, as indicated in the first re- 
port of the National Committee, together 
with the suggestions for the reduction 
of costs and the increase of compensa- 
tion were reviewed and discussed. There 
was every indication that those present 
recognized the necessity for taking ag- 
gressive action in this direction and it is 
believed that much progress in the right 
direction will be made during the next 
six months. 





The Constant Challenge To Bankers 
Responsibility Rests with Management 


WILLIAM R. WHITE 
Superintendent of Banks, State of New York 


6¢§ N periods of great change, adapt- 

ability is the first prerequisite of 
survival. Banks, like other institutions, 
must adapt their policies and practices 
to the needs of the public, otherwise the 
reason for their existence disappears.” 
This significant statement is the intro- 
ductory remark in the 1935 report by the 
Committee of the New York State Bank- 
ers Association. 


The importance of this principle is es- 
tablished not only by the facts disclosed 
by your committee, but by the entire his- 
tory of banking in this country. Little 
more than a century ago banking was 
looked upon as merely another form of 
private enterprise. In our own State, 
during the first quarter of the last cen- 
tury, bankers were almost free of regu- 
lation because the business they conduct- 
ed had not yet been recognized as affect- 
ing the public interest more vitally than 
that of the grocer or the dry goods mer- 
chant. 

In these early days the issue of notes 
to circulate as money was the primary 
function of banking. The lack of regula- 
tion, however, enabled irresponsible and 
dishonest persons to circulate bank notes 
which were of questionable value or en- 
tirely worthless, with the result that pub- 
lic confidence was undermined and the 
growth of commerce retarded. 


Just now we are going through a pe- 
riod when existing standards of trust ad- 
ministration are the subject of critical 
attention. 

In our own state of New York, we ex- 
perimented years ago with the idea of 
providing trust services through corpora- 
tions which were not authorized to en- 
gage in a traditional banking business. 
Although corporations with trust powers 


From address before New York State Bankers 
Association, May, 1937. 


had been previously chartered by special 
acts of the Legislature, the general law 
relative to trust companies was not en- 
acted until 1887. Three years later 
there were only 32 trust companies in 
the entire state—28 in New York and one 
each in Buffalo, Rochester, Syracuse and 
Binghamton. While these institutions 
were not originally intended to provide 
banking services, they soon found that 
the business of deposit and discount was 
a natural complement of their trust func- 
tions. 


Natural Affinity of Banking and Trust Work 


As smaller communities which could 
not afford both a bank and a trust com- 
pany felt a growing need for trust ser- 
vices, the natural solution was to permit 
banks to exercise fiduciary powers. The 
final result of this development was wit- 
nessed at the last session of the Legisla- 
ture when an Act was passed consolidat- 
ing the two articles of the Banking Law 
which for many years had prescribed sep- 
arate provisions for commercial banks 
and trust companies. 

Although both classes of these institu- 
tions have been thus permitted to ex- 
pand their functions with the approval 
of the State and Federal Government, we 
have heard some discussion in the last 
two or three years about divorcing all, or 
a part, of the trust business from com- 
mercial banking. These discussions have 
apparently been prompted by cases which 
have come to light where conflicts of in- 
terest have been alleged to exist between 
institutions and some of the trusts they 
represent. 

We all recognize that the complexities 
of modern business and finance have com- 
plicated the responsibilities of trust ad- 
ministration. Undoubtedly, cases can be 
found in which the manner of adminis- 
tration of one trust may affect the wel- 
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fare of other trusts in the same institu- 
tion, or in which the bank as a creditor 
may have interests which are seemingly 
in conflict with its obligation under some 
trust agreement to which it is a party. 
The mere existence of such relationships, 
however, does not call for legislation dis- 
mantling our present structure. Such 
an extreme measure would be justified, 
only if these relationships have resulted 
in abuses which cannot otherwise be elim- 
inated. 


During the past two or three years, 
supervisory officials have adopted the 
policy of devoting more attention to trust 
departments than was formerly the prac- 
tice. It is reasonable to expect that this 
new type of trust examination will in it- 
self result in many worth while benefits. 
It is true, of course, that examiners can- 
not inquire into the status of every ac- 
count, but by test checks and a review 
of systems they are able to bring to light 
any defects of policy or organization re- 
quiring special attention. 

In the final analysis, the task of adapt- 
ing trust administration to present day 
concepts of responsibility rests with in- 
stitutional management. There is no ex- 
cuse for Boards of Directors to wait for 
the bank examiner to tell them what is 
wrong in the trust department. It is a 
part of their duty to maintain super- 
vision over this branch of the business 
and to make sure that the personnel is 
competent and that the views of the trust 


officer are not ignored in the formulation - 


of general policies. By meeting the is- 
sue in this manner, directors can insure 
the strict observance of principles which 
have long been established in the field of 
trusts by court decisions and thereby 
demonstrate that the public interest can 
and will be protected under existing 
statutes. 

Looking back through the years, it is 
not difficult to relate the important 
economic and social trends of the times 
to the development of our present bank- 
ing system. The progressive banker 
realizes that these same forces, though 
their influence may not be so apparent 
as when viewed in retrospect, are still 
the most important factors determining 
the course of banking history. 
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Close friends— 
by telephone 


Father Knickerbocker and Wil- 
liam Penn take first honors for 
inter-city telephoning. Records 
show that circuits connecting 
New York and Philadelphia carry 
more calls than any others of 
equal length. 

Throughout America the tele- 
phone habit is stronger than any- 
where else in the world. More 
than 26billion calls arecompleted 
here each year. 

Such an enormous total shows 
how people depend upon the tele- 
phone in their every day affairs. 
And it spurs us on to make Bell 
System service still better, still 
more useful to you. 


Bell Telephone 
System 





Modern Service—At A Profit 


Cost of Operating a Trust Department and Compensation of the Trustee | 


HENRY A. THEIS 
Vice President, Guaranty Trust Company of New York 


HE furnishing of trust service is a 

business, and it plays an important 
part in the social economy of the coun- 
try. As such its usefulness is measured 
by the degree of its efficiency. A busi- 
ness, to serve well, must prosper. It 
must make enough money so that it can 
maintain an experimental laboratory 
which conducts continuous research into 
economies of operation and improvements 
in the services rendered. A _ business 
which does not prosper must necessarily, 
sooner or later, degenerate in the quality 
of service rendered. 


Fixing the Fault 


The only way you can determine 
whether or not a trust department is 
making or losing money is by maintain- 
ing a cost accounting system. The Trust 
Division of the American Bankers Asso- 
ciation has furnished a system which is 
available to all trust institutions. It is 
simple, inexpensive, and reasonably ac- 
curate. Trust cost accounting need no 
longer be a mystery or something that is 
available to only a few. An allocation of 
administration expense, salaries, rent, 
stationery, etc., can be made even if the 
duties of officers, division heads, and 
clerks are commingled. After you have 
established a cost accounting system you 
must know how to use it to get its worth 
out of it. 

If a trust department is not earning a 
reasonable profit, as revealed by the cost 
accounting system, it is well to be care- 
ful in fixing the fault. The temptation 
is to blame expenses, whereas the real 
cause may lie in too low a schedule of 
charges, too many cut-rate accounts, or 
too many free services. If a department 


From address before Annual Convention, Ameri- 
can Institute of Banking, June, 1937. 


is operating efficiently and an effort is 
made to reduce expenses, the efficiency 
may be completely destroyed. 

The primary consideration in the fix- 
ing of trust department fees lies in find- 
ing out what the various trust services 
are worth to the public, and whether or 
not these services can be rendered by 
trust institutions at a profit. If these 
two elements cannot be harmonized, the 
business had better not be done. 


In some instances the responsibility 
assumed may represent the greater part 
of the fee and the operating expense the 
smaller part. For example, in granting 
a release of a valuable piece of property 
under a corporate indenture, your cage 
work may be nominal and your adminis- 
trative work most important. On the 
other hand, when acting as agent and de- 
positary for a bondholders’ protective 
committee of an issue of bonds widely 
scattered, your cage or operating work 
may represent the greater part of your 
fee, while the responsibility may be rela- 
tively small. Yet both accounts, though 
entirely different in character, might on 
appraisal show that you are entitled to 
exactly the same amount as a fee. 


On Its Own Feet 


The man who conducts his own busi- 
ness does not long maintain a department 
that does not show a profit. How many 
trust departments would continue if they 
were judged by such a standard? The 
heads of trust institutions are beginning 
to inquire into the operating results of 
their various departments. The inevit- 
able result of this tendency is going to be 
the abolishment of many trust depart- 
ments, unless the heads of the trust de- 
partments begin to convert red figures 
into black figures. 
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The old theory so often spoken of in 
the 20’s, that a trust department was a 
necessity as an advertisement or a ser- 
vice department, even though it did not 
make a profit, has been well discarded. 
It was found that such departments ad- 
vertised the institution adversely instead 
of creditably, and rendered it a disser- 
vice, rather than a service. 

If I were to make a criticism of the 
trust business as it was run in the 20’s, 
and the early years of the depression, I 
would list the failure of trust men—yes, 
and of bank and trust company manage- 
ment—to realize that trust business, to 
hold its proper place in the social econ- 
omy and to serve the public properly, 
must be run on a money making basis. 
During that period the drive for volume 
dominated trust men; trust service was 
sold where none was needed. Many ser- 
vices to the public were set up in trusts 
which could have been rendered much 
better in other ways. 

Duty to Public and Ourselves 

Very seldom did the trust man ask 
himself the question, is this person bet- 
ter served through a trust medium or 
some other? You can only charge the 
value of the service to the public. In 
many instances trusts with the ac- 
companying high operating costs were 
set up when an agency with its lower 
costs would have accomplished the objec- 
tive just as well. The value of this ser- 
vice to the public being worth only an 
agency fee, frequently agency fees were 


‘ charged for the trust services rendered, 


with the inevitable result that the busi- 
ness was done at a loss to the institution. 
In other instances, where an agency ser- 
vice might have accomplished the pur- 
pose, a trust was set up and trust fees 
were charged, and society was the loser. 

More and more trust men are looking 
at a piece of business and asking: What 
is the need of the person consulting us; 
does he really need a trust, and if so can 
we take it at a profit to ourselves? Can 
this particular piece of business afford 
trust fees? If it cannot meet these quali- 
fications it had better not be taken at all, 
on the grounds that a specific piece of 
business must give way to the general 
good. 


Rochester’s oldest trust company, 
located at the heart of the financial 
district, offers complete banking, 
trust and safe deposit service. 


Capital and Surplus ...$ 4,000,000 
Resources $42,000,000 


ROCHESTER TRUST 
and Safe Deposit 
COMPANY 

Main Street West and Exchange 
ROCHESTER, NEW YORK 


Member Federal Deposit Insurance Corporation 


The public gives us our Charter. That 
privilege implies a public duty in return. 
All of us, for social reasons or policy rea- 
sons have to take many unprofitable 
pieces of business. Such obligations 
must be viewed in the light of reasonable- 
ness, and we should not be expected to 
accept queer trusts solely to satisfy some- 
one’s eccentric whim; or to struggle with 
impossible situations, or to take into 
trusts peculiar property. We should avoid 
these undesirable trusts or agencies 
where we are under no duty to accept 
them. 

If you could examine a chart of the 
various rates for trust services in the 
forty-eight states, you would be amazed 
at the difference in methods of approach, 
and in rates. Some of these differences 
are justified, by reason of territorial 
characteristics. 

It was hoped, allowing for local con- 
ditions, that the rates in all of the states 
would gravitate towards those set forth 
in the Guide to Trust Fees. Consider- 
able progress in this direction has been 
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@ Ideal environment and every service for pleasur- 
able living. Spacious rooms with'serving pantries and 
electric refrigeration. Excellent restaurant and duplex 
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made, but the distance traveled is small 
in comparison with the distance still to 
be traveled. The rates set forth in the 
Guide are reasonable, and any trust de- 
partment which follows them uniformly 
and impartially is almost certain to show 
an operating profit. The Guide has, in 
legal disputes between trustees and bene- 
ficiaries, been admitted by the courts as 
evidence, and weight has been given in 
the decisions to the principles and rates 
set forth in it. 


Free Services 


There are certain free services which 
a trust department must necessarily per- 
form. These should be confined solely to 
purely personal services on behalf of 
creators of trusts, beneficiaries under 
trusts, and customers of other depart- 
ments. Free services should not be ren- 
dered to anyone when they are connected 
with or are considered a part of any es- 
tablished service offered by trust depart- 
ments. The value of the good will or 
new business resulting from free service 
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is always doubtful. The easier it is to 
obtain free service, the less customers 
value it. Consequently, they feel under 
no obligation for having received it. 

The performance of a free service 
without any attempt to determine the 
profit or loss arising from it—profit in 
terms of new business and the loss in 
actual expense—is not good management. 
This is equally true whether the free ser- 
vice originates in the trust department 
or is imposed upon it by another depart- 
ment. 

A revision of attitude is inevitable and 
is now in many localities in the making. 


Caution on New Business Fees 


Many institutions are reviewing the 
trusts now on their books with a view to 
increasing the fees of existing trusts 
wherever circumstances justify. This 
can be done with a remarkable degree of 
success, if undertaken with intelligence, 
tact, and careful preparation. It must 
be pursued with patience and with the 
knowledge that you are entering upon a 
long term program. Aside from the 
changes and conditions over which we 
have no control, corporate trustees have 
set for themselves an increasingly high 
standard of performance, and that high 
standard has required a staff of employ- 
ees larger in number and more proficient. 
Grantors and beneficiaries recognize this, 
and it is a fair assumption that 80% or 
more of them are reasonable persons, and 
it is not unreasonable to expect 80% suc- 
cess in such a campaign. 

It is not reasonable, nor honest, to ex- 
pect new business to produce a profit not 
only on the new business itself, but on 
the old business as well. Rate structures 
raised to such an extent are not fair and 
will not survive the test of the operations 
of the laws of economics. 


The rate structures in the various 
states have not kept pace with the chang- 
ing conditions in the trust business. The 
depression has added materially to the 
cost of performing trust services. This 
has been particularly true in the servic- 
ing of mortgages, managing of real es- 
tate, and handling of investments. The 
expenses in these items will probably be 
permanently on a higher level than they 
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were in the 20’s but not on so high a level 
as they have been since 1929. If we 
are not to face unbridled inflation, but 
will return to more normal times, we can 
expect some reduction from the present 
unusually high expenses to more normal 
operating costs affecting these phases of 
our work. 


Setting the Stage 


Much more important than either of 
these in imposing undue expense bur- 
dens on us, are the workings of laws and 
Government regulations, especially as 
they apply to tax matters and examina- 
tion of trust departments. We may make 
up our minds that we are going to be 
permanently saddled with higher oper- 
ating costs resulting from the continual 
growth of bureaucracy. 


It behooves us to set the stage for the 
inevitable result arising out of these 
changed conditions, and that is—higher 
fees. I know of no better way to ac- 
complish this than by establishing and 
maintaining a cost accounting system. 
Facts revealed by properly maintained 
cost accounting systems constitute an in- 
controvertible record, which in the long 
run will convince the most skeptical of 
rate-making bodies. 

In most sections of the country the 
early system of charges which still pre- 
vails provides a fee on principal and a 
fee on income. It is believed that the 
original idea behind this system was to 
encourage the trustee to seek the highest 
possible income consistent with principal 
safety. 

Now that trust business has become 
intricate and complicated, by reason of 
our advance in civilization, it is thought 
that we should explore the field to ascer- 
tain if there are not other systems that 
might be an improvement. 


Allocating the Charge 


General use of the principle of basing 
the annual fee for living and testamen- 
tary trusts upon principal, rather than 
upon income, or a combination of income 
and principal, probably had its first ap- 
plication in California, and for a number 
of years operated there successfully, to 
the great advantage of trust institutions. 


1864 


Nothing to Sell 
but Service 


The oldest trust company in Maryland 
—which has always specialized in the 
management of estates exclusively— 
renders the highest possible degree of 


service in every trust capacity. 


Sate Deposit 
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Capital $2,000,000 Surplus $4,196,364 


GEORGE C. CUTLER, President 


As originally applied, the annual fee 
while based upon principal was usually 
deducted from the income alone. In later 
years when interest rates in California, 
as well as throughout the rest of the 
country, were reduced, and likewise in 
specific instances, interest was defaulted 
and dividends reduced or omitted, this 
reduction in income raised the question 
as to whether or not the life tenant was 
being charged with too large a share of 
the fee, and the remaindermen with too 
small a share. 


The life tenant and the remaindermen 
should each bear his portion of the costs 
as well as receive the benefits derived. 
The general practice in California now 
is that the annual fees are based upon 
the principal of the trust and are 
charged, one half to income and one half 
to the corpus, unless those interested in 
the trust desire otherwise, in which 
event the annual fee is divided in some 
other expressed proportion between prin- 
cipal and income; in some instances even 
charged wholly to principal. This sys- 
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 bataigers prompt presentation of cash 
items throughout the major part of New 
York State and equally prompt return is now 


made possible by the day and night transit de- 


partment of the Marine Trust Company. Items 
sent during the day which reach us in time to be 
forwarded by the night transit department will 
be presented the next day in most of the impor- 
tant centers of New York State. 

Arrangements with correspondents in the west 
and in other parts of the United States also per- 
mit the Marine to provide speedy handling of 
items in these sections. 

We shall be pleased to explain the benefits of this 
transit service to you, so that you may determine 
how useful this institution can be in presenting 
out of town items in the quickest possible time. 


155 trains and 16 planes in and out of the 
city each day put Buffalo in close contact 
with the major portion of New York State 
and with other sections of the United States. 


MARINE 
TRUST COMPANY 
OF BUFFALO 


A Marine Midland Bank 


Member Federal Deposit Insurance Corporation 
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tem has been quite successfully tested by 
years of experience and through periods 
of difficult conditions. 


Assuring Better Service 


From the trust department point of 
view it assures dependability of a stable 
income, year in and year out. It would 
make the internal problem of operating 
a trust department more simple, for the 
earnings would not fluctuate, except in 
relation to the volume of business hand- 
led. The heads of trust departments 
would be freer to continue to devote 
themselves to broadening the quality of 
the services rendered, instead of being 
harassed with studies and analyses of 
the causes of the decline in earnings. 
Sustained earning power of a trust de- 
partment can enable it, out of its own 
earnings, to strengthen its service 
divisions and create others made desir- 
able or necessary by changes in economic 
conditions. 


From the grantor’s point of view it 
enables him to place the cost of a trust 
service where the equity of the particular 
situation demands. © 


Judging from the favorable experience 
reported in California, we may, sooner 
or later, all want to come to the adoption 
of this system of annual fees [3/5th of 
1% of principal]. In states where rates 
are fixed by law, the law would have to 
be changed before such a system could 
be generally put into effect. In states 
where fees are fixed by the courts, it 
would be a matter of educating the 
courts. Even so, to make a beginning, 
it is perfectly proper to arrange a fee 
along these lines by contract. 





Trust Business Increases in Iowa 


The report of the committee on trust 
business of the Iowa Bankers Association 
stated they had found during this past year 
a renewed awakening in Trust Company 
business. The committee also reported 
that in their opinion the banks in Iowa have 
hardly scratched the surface in the future 
potential trust business that lies within the 
state. The increased advertising on trust 


business of banks shows their revived in- 
terest in this form of business. 
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Effectiveness of Discretionary Powers 
Possible Effect of Inflation Upon the Administration of Trusts 





JAMES W. ALLISON 
Vice President, Equitable Trust Company, Wilmington, Del. 


MUST leave to the economists and 

the investment specialists all discus- 
sions as to whether and to what extent 
we are to experience inflation and all dis- 
cussions as to the effectiveness of various 
methods of combating it and its effects. 
My endeavor will be to discuss briefly 
some of the possible effects of a substan- 
tial reduction in the purchasing power of 
the dollar on the efforts of trustees to 
provide for the daily needs of the bene- 
ficiaries for whom the trusts were estab- 
lished. 


Legal Viewpoint 


A trustee is under a duty to the bene- 
ficiaries of the trust to use reasonable 
care and skill to preserve the trust prop- 
erty and to make it productive. The man- 
ner in which a trustee should perform 
this duty in making investments is stated 
as follows in Section 227 of the recent 
Restatement of the Law of Trusts, by 
the American Law Institute: 


“In making investments of trust funds 
the trustee is under a duty to the bene- 
ficiary 

(a) in the absence of provisions in the 
terms of the trust or of a statute other- 
wise providing, to make such investments 
and only such investments as a prudent 
man would make of his own property 
having primarily in view the preservation 
of the estate and the amount and regular- 
ity of the income to be derived; 

(b) in the absence of provisions in the 
terms of the trust, to conform to the 
statutes, if any, governing investments 
by trustees; 

(c) to conform to the terms of the 
trust, except as stated in Sections 165- 
168.”* 


From address before The Society for Stability 
in Money and Banking, Southern Forum, June, 
1937. 
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The great majority of states have 
statutes relating to the making of in- 
vestments by trustees. Where by the 
specific terms of the trust or by the si-° 
lence of the trust instrument on the ques- 
tion of investments, the trustee is con- 
fined to securities approved by the stat- 
ute, the interests of the beneficiaries ap- 
pear definitely to be endangered by infla- 
tion. 

No state statutes specifically approve 
the purchase of land as an investment, 
except in protection of a mortgage in- 
vestment previously made, and in very 
few states do the statutes approve the 
purchase of either preferred or common 
stocks. In some states, in fact, there 
are constitutional provisions forbidding 
the legislature to permit trustees to in- 
vest in corporate stocks of private corpo- 
rations. 

It is regrettable that in the event of 
serious inflation the probability is that 
the trust accounts most adversely affect- 
ed will be those in which the trustees 
have strictly and carefully followed the 
requirements of the statute with the re- 
sult that their investments consist only 
of the highest grade of bonds and con- 
servative mortgages on city real estate, 
while accounts containing lower grade 
bonds, farm mortgages and foreclosed 
farms may actually be benefited. 


Discretionary Power 


The remedy, however, is not an ex- 
tensive enlargement of the scope of in- 
vestment statutes. It must be remem- 


*These exceptions apply only when the terms 
of the trust require a trustee to do an act the 
performance of which is impossible or illegal or 
when, owing to circumstances not known by the 
maker of the trust and not anticipated by him, 
compliance with specific terms of the trust would 
defeat or substantially impair the accomplishment 
of the purposes of the trust. 
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bered that the purpose of such statutes 
is in normal times to chart a safe and 
conservative investment course for the 
trustee who is inexperienced as an in- 
vestor to follow. It must also be remem- 
bered that the terms of the trust pre- 
vail over the statute, and that when the 
creator of a trust has available a trus- 
tee with sufficient investment experience 
and ability, the creator has the power to 
free the trustee from statutory restric- 
tions. 

For some years the tendency has been 
for the makers of trusts more and more 
. often to include in the terms of trust in- 
struments provisions conferring on the 
trustee authority to exercise a wider dis- 
cretion in making investments. The in- 
creasing use of trust companies and 
banks as trustees has contributed mate- 
rially to this; and, since the post-war 
inflations in Europe, the fear of infla- 
tion has doubtless contributed to it also. 
Nowadays it is only in exceptional cases 
that the terms of a trust for which a 
well established and well equipped trust 
institution is to be trustee fails to con- 
fer wide authority on the trustee to in- 
vest in its discretion. 

The language usually employed au- 
thorizes the trustee to make investments 
in the trustee’s discretion without being 
restricted to securities expressly ap- 
proved by law for investment by trustees. 
Such language in most states is adequate, 
its effect being to permit the trustee to 
make any investment which a prudent 
man would make dealing with his own 
property, having primarily in view the 
preservation of the estate and the amount 
and regularity of the income to be de- 
rived. This does not by any means give 
the trustee permission to cast aside all 
caution and disregard all standards. The 
Supreme Court of Maine made this clear 
some years ago in the following simple 
language: 


“He must always bear in mind that he 
is dealing with trust funds, which were 
not given him to be used in developing or 
furthering business enterprises, but to be 
guarded carefully and invested cautious- 
ly, so that principal as well as interest 
may be forthcoming at the appointed 
time. While he must be as diligent and 
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painstaking in the management of the 
trust estate, as the average man is in 
managing his own estate he may not al- 
ways place the trust funds where he, or 
the average prudent man, would place 
his own funds. In measuring the duty 
of the trustee with the usual conduct of 
the man of average prudence in the care 
of his own estate, reference is to be had 
to the conduct of such a man in making 
permanent investments of his savings 
outside of ordinary business risks, rather 
than to his conduct in taking business 
chances. 


Real Estate and Equity Hedges 


In considering the possibility of infla- 
tion, the thoughts of investors often turn 
to real estate and to common stocks. The 
extent to which inclusion of discretion- 
ary investment authority in the terms of 
the trust, without specific mention of real 
estate or of common stock, permits the 
trustee to invest in either of those types 
of property varies from state to state. 


As to real estate the courts quite gen- 
erally and quite definitely hold that in the 
absence of special circumstances, such as 
the necessity of providing a home for the 
beneficiary, no trustee is justified under 
general discretionary authority in pur- 
chasing land, especially land purchased 
primarily with a view to resale at a high- 
er price. An exception is made, how- 
ever, if the trustee holds a mortgage in 
trust and the mortgage is foreclosed. He 
can then properly purchase the property 
on foreclosure sale if it is prudent to do 
so, subject to a duty to dispose of the real 
estate when or if he has a reasonable op- 
portunity to do so at a reasonable figure. 
In this fashion a considerable number of 
trust accounts, in which there was no 
authority in the general law or in the 
trust instrument for the purchase of real 
property as an investment, have acquired 
real estate which in some cases has 
proved a benefit to them. 


As to common stocks, there is less 
unanimity. The tendency of the courts 
in most states is to treat stock as too 
speculative for trustees, yet in a few 
states, including Massachusetts, Mary- 
land, Michigan, Rhode Island and Ver- 
mont, the courts have taken the position 
that investments in stock are not neces- 
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sarily improper and that their propriety 
is to be determined from the nature of 
the stock and the amount of the invest- 
ment. A similar view is adopted in the 
Restatement of the Law of Trusts in the 
following language: 


“The purchase of shares of preferred 
or common stock of a company with reg- 
ular earnings and paying regular divi- 
dends which may reasonably be expected 
to continue is a proper trust investment 
if prudent men in the community are ac- 
customed to invest in such shares when 
making an investment of their savings 
with a view to their safety.” 


Since the terms of the trust prevail 
over these common law rules, just as 
they do over the investment statutes, 
when it is desired to authorize the trus- 
tee to purchase land or stock if in the 
trustee’s discretion it is desirable to do 
so this result can be accomplished by 
adding to the general discretionary in- 
vestment authorization definite and 


specific authorization covering these two 


classes of property. This is often done, 
especially in those states whose legisla- 
tures and courts have shown a tendency 
to impose narrow limits on the field of 
trust investment. 


Chances for Effective Action 


Summarizing the situation, as it ap- 
pears to the administrative trust officer 
of a trust department, the effect of such 
inflation as would result in a substantial 
decline in the purchasing power of the 
dollars paid to trust beneficiaries, ap- 
pears likely to be harmful to all trust 
beneficiaries. All trust beneficiaries, 
however, are not likely to suffer to the 
same extent. The trustees who, by the 
terms of the trust, have the fullest and 
widest and most specific authority to do 
so, may be able to take partially effec- 
tive measures that may be as effective 
as those which individuals may take. 
This does not mean that they can act 
with the same freedom from restriction 
as individuals. My thought is rather 
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that the greater freedom of individuals 
will as a practical matter be offset in the 
case of most individuals by inferior 
sources of information and by the in- 
ability of most individuals to devote 
their time to a day-to-day study of in- 
vestment and economic conditions such 
as goes on in the investment organiza- 
tion of a trust institution. 


The situation of persons dependent on 
annuities, pensions, life insurance settle- 
ment options and similar sources of in- 
come that is definitely fixed in dollars is 
much the same as that of beneficiaries 
of the most restricted trusts. Possibly 
their situation may be a little worse in 
that if rents on foreclosed property in- 
crease, or if the trustee can supplement 
income from principal, the trust bene- 
ficiaries may get more dollars (even 
though their dollars may buy less), 
while those dependent upon contracts 
cannot expect to get more dollars than 
their contracts call for. 


All, however, appear to be facing the 
likelihood of harm in the event of a 
substantial decline in the purchasing 
power of the dollar. All, therefore, ap- 
pear to have a common interest in com- 
bating dangerous inflationary tendencies. 


There is no worse enemy of the wage 
worker than the man who condones mob 
violence in any shape or who preaches class 
hatred.—Theodore Roosevelt. 


1411 Broadway 











Trust Department Earnings 
Increase 


A comparative report on the earnings 
of Federal Reserve member banks, as of 
December 31, 1935 and 1936, published 
in the June issue of the Reserve Bulletin 
indicates that trust department earnings 
rose from $77,703,000. to $88,297,000. 
This increase is considerably greater in 
percentage than that in any other source 
of earnings. The largest part of this 
gain came from state member banks 
which showed a rise from 49.1 million to 
56.5 million whereas national members’ 
earnings went from 28.5 million to 31.7 
million. 


In the following table by districts, note 
that only St. Louis had a decrease. Fig- 
ures are in thousands. 


District 


Philadelphia 

Cleveland 

Richmond 

Atlanta 

RI sicinicininsehiceiietaniinnionneiiin _ 11,412 
1,263 

Minneapolis 1,086 

a oe... m 

Dallas 

San Francisco 





Practical Protection for Investors 


HE current wave of popular demand 

for “Security” is being interpreted, 
as to the investment field, primarily by 
the S.E.C. through introduction of reg- 
ulation and control of security exchanges, 
issuers, underwriters and indenture 
trustees. 

There is apparently an assumption, 
underlying such restrictions, that a great 
proportion of business failures or invest- 
ment losses are the result of dishonesty 
or even failure of trustees to take dras- 
tic action. Such an approach implies the 
necessity of a tremendous “police” pow- 
er, as the good and bad are under equal- 
ly severe surveillance. Are there enough 
legislative “policemen” to effectively and 
yet economically carry out this protec- 
tion? 

Some statutory standards are doubt- 
less valuable and even essential, but the 
severe limitations inherent in legal re- 
strictions are apparent from the record 
of even the most elaborate statutes pre- 
scribing investments ‘legal’ for savings 
banks, insurance companies and trust 
funds. Legal requirements alone have 
too often failed to eliminate poor or fall- 
ing securities or to include good and im- 
proving ones. 

The trust institution, as personal trus- 
tee, and other institutional investors such 
as insurance companies, savings banks, 
ete., can be a most effective medium 
where they have expert research and 
analysis facilities for studying indivi- 
dual companies, industries and economic 


factors. Investigation of investment 
facts and trends is their business; se- 
curity of values is their objective. Where 
insufficient data has been available, the 
S.E.C. has already made progress in ob- 
taining reports from issuers covering 
necessary information. 

Fraudulent issues do not appear in the 
portfolios of these institutional invest- 
ors; dishonest or incapable managements 
are soon found out and securities of their 
companies are not purchased; industries 
that meet a public need are encouraged; 
those which do not, find themselves lock- 
ed out of this great investment market. 
Social and economic progress, on sound 
and business-like principles, is thus fos- 
tered by our fiduciary institutions who 
are constantly improving their mechan- 
ism for distinguishing the safe from the 
unsafe, the conservative from the spec- 
ulative. 

Let the institutional investors meet the 
challenge of “protection” for securities 
by providing, wherever not now available, 
adequate research facilities, and the need 
for the more or less arbitrary and in- 
flexible restrictions of law or regulation 
will be largely unnecessary. Where they 
cannot do this independently, a central 
bureau for securities analysis similar to 
that now provided by the savings banks 
of New York state could be employed for 
factual study. Field investigators might 
be used cooperatively to supplement or 
check statistical data, and a highly effi- 
cient and uniform system of protection 
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for individual investors thus made avail- 
able on a natural, business-like basis, to 
those who honestly desire security. 


Investment today is not a one man or 
part-time job, it requires capable organ- 
izations whose interests are identical 
with those of the investor; the cost is 
but a reasonable “insurance premium” 
against corporate mortality. For those 
investors who do not care to take advan- 
tage of such machinery, there can never 
be real safety, either of dollar or pur- 
chasing-power values; they must make 
up their minds whether they want cap- 
able investment management, with at- 
tendant security, or speculation based on 
their own guesses or “curbstone advice”, 
with possibilities of high profits and 
higher losses—they cannot have both. 

Since both governmental agencies and 
the institutional investors are concerned 
in providing protection and economic 
usefulness for public savings, they might 
profitably make a joint study as to what 
functions each can perform most effec- 
tively and economically, in supplement- 
ary capacities. 


Unionizing the Banks 


! HE bank officers attending the A.I.B. 

convention in St. Paul this month 
had a foretaste of labor troubles which 
may strike a great deal nearer home by 
fall. The service strike, stranding 800 
guests of the Hotel Lowry, convention 
headquarters, was apparently serious to 
everyone except Mayor Gehan, who sug- 
gested that they recall their inconven- 
ience (he forgot to mention danger) as 
the sportsman does the pleasant hard- 
ships of camp “cameraderie.” 


The United Office and Professional 
Workers of America announced, on June 
18th, an intensive drive to unionize 
“white-collar” workers, setting Septem- 
ber 1st as the zero hour for an invasion 
of Wall Street. The work of organiza- 
tion has already been going on under the 
Bookkeepers, Stenographers and Ac- 


countants Union, at a recent New York 
meeting of which a number of bank 
clerks were reported present. 
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What is believed to be the first bank 
employees’ union in the country was or- 
ganized last month at First Wisconsin 
National Bank of Milwaukee, as an inde- 
pendent union, not affiliated with either 
the A. F. of L. or the C. I. O., and rep- 
resenting the majority of the bank’s em- 
ployees. Officials of the bank being ex- 
cluded from membership. 


It is reported that the U. O. & P. W. 
of A., which broke from the American 
Federation of Labor to become affiliated 
with the C. I. O. on June 2nd, will en- 
deavor to unionize key men in banks, 
brokerage houses, securities Exchanges, 
insurance companies and other financial 
institutions. A five-day week of 35 
hours is cited, in one of their New York 
bulletins as a major objective; others in- 
dicated are: 


Minimum salary of $21. per week 
20% increase of all salaries 

Time and a half for overtime 
Protection of seniority rights 


While brokerage houses employees are 
somewhat on a “feast or famine” diet, 
banks provide probably one of the high- 
est degrees of payroll stability in either 
the financial or industrial world. This 
was epitomized in the English banks, 
which largely retained, through the de- 
pression, the augmented staffs built up 
in the post-war period. This security 
has been one of the British bank clerks’ 
most highly prized assets, jeopardized 
only by inability or malfeasance. 


In many instances it has been the trust 
department development which enabled 
our banks to maintain the expanded per- 
sonnel of the “booming ’20s’”, and the 
personal nature of the fiduciary relation- 
ship assures a high degree of stability 
in this work. Probably the weakest 
point of trust employee relations is di- 
rectly traceable to the prevalence of low 
fees and mounting expenses of operation. 
Thus, another practical reason becomes 
apparent for placing trust business on a 
sound revenue basis. 


Between now and the coming fall, the 
managements of progressive banking in- 
stitutions, and more particularly the 
larger ones, will be devoting much time 
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and thought to promoting an esprit de 
corps based on a mutual understanding 
of management and staff members. Resti- 
tution of depression “cuts”, salary in- 
creases and even bonuses in both clerical 
and official groups have been recorded 
throughout the country as the individual 
banks have worked back to normal condi- 
tions of earnings and capital assets. How 
far they can go will depend in consider- 
able measure upon the extent to which 
general business enterprise is encour- 
aged and especially in trust departments, 
upon the cost of complying with govern- 
mental requirements and the extent to 
which adequate fee schedules can be in- 
stituted. 


Legal and Moral Taxes 


HE Joint Congressional Committee 

on Tax Evasion and Avoidance is 
now wrestling with the problem of ex- 
plaining the 10% deficiency between 1937 
income tax estimates and revenue indi- 
cations. Obviously, one of the greatest 
difficulties will be to draw that long- 
sought distinction between legitimate 
avoidance and ‘immoral’ evasion. As 
Secretary Morgenthau remarks: “So 
hazy is the line between tax evasion and 
tax avoidance that it is always possible 
to classify any complicated scheme as tax 
avoidance, so long as there is no absolute 
certainty that it will be adjudged invalid 
at the end of long litigation.” 

Unfortunately, the haziness begins 
when the taxpayer tries to figure out his 
obligation under a complicated maze of 
forms, statutes, decisions and rulings. 
With the insinuation of a ‘moral’ issue, 
the taxpayer may forever wander in a 
dense blue fog. Fraudulent attempts to 
escape legal tax obligations will receive 
the fate they deserve, and it is sincerely 
hoped that the ‘loop-holers’ who indulge 
in tricky schemes and over-ingenious de- 
vices will be outlawed. As Under Secre- 
tary Magill points out: “It is for the 
benefit of the rich to plug loopholes in tax 
laws, since this raises more revenues 
without raising rates.” 

The resolution creating the Joint Com- 
mittee charges it with the duty of inves- 
tigating “the methods of evasion and 
avoidance of income, estate and gift 
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taxes”, while Mr. Morgenthau’s letter of 
May 29, 1937, lists as one of eight “de- 
vices” for defeating the normally pay- 
able income taxes, “The device of the cre- 
ation of multiple trusts for relatives and 
dependents” and cites one creator of 64 
trusts for four members of his family. 


Exemptions, if carefully conceived, 
have a definite place in any tax struc- 
ture and can certainly be upheld not 
only on a legal but also a moral basis. 
There is a great deal of difference be- 
tween the incorporator of a yacht (who 
had no dependents) and the creator of 
trust funds for a wife, children or par- 
ents who are thus prevented from be- 
coming public charges. How often does 
a taxpayer fail to take his exemption, 
where entitled thereto, for a wife and 
children? Should investors shun gov- 
ernment bonds because of the immoral 
tax-exempt feature. , 


The real moral question is to foster 
greater mutual respect between govern- 
ment and taxpayers. Justice Holmes 
once said: “Taxes are what we pay for 
civilized society.” But as we view illegal 
tax evasion on one hand and nation-wide 
strike outrages on the other, we may well 
ask, “Js our society civilized?” and what 
has the protection of life and property 
by the government been worth? 


What this investigation will probably 
prove most definitely is the crucial need 
for a more simple and better coordinated 


tax structure. Trust companies have 
taken the lead in counselling against the 
use of trusts for the purpose of tax 
evasion. They will be enabled to coop- 
erate more effectively when the distinc- 
tion between tax evasion and tax sav- 
ing is defined under a tax system cap- 
able of assimilation. 


The people of the United States are 
buying more government than they can 
afford or currently pay for, declared Nor- 
man F, Titus, secretary, New Jersey State 
Chamber of Commerce. He finds a true 
solution of the tax problem in the words 
of the late Will Rogers: “The greatest prob- 
lem before the United States is that the 
government must live as cheaply as the 
people.” 





Trust Division Appeals To Lawyer—Trust Officers 


President Coles Urges Affiliation With Bar Association Section 


ANY words have been written and 
spoken on the desirability and ne- 
cessity of cooperation between attorneys 
and trust officials. For a number of 
years, the Trust Division of the Ameri- 
can Bankers Association and the Ameri- 
can Bar Association have cooperated 
more or less informally through various 
committees in matters of mutual interest. 
An excellent medium of cooperation 
has been in existence since August 1936: 
the Section on Real Property, Probate 
and Trust Law of the Bar Association. 
Recognizing this valuable opportunity for 
real, constructive alliance, Blaine B. 
Coles, president of the Trust Division, 
has sent a letter to some six hundred 
lawyer trust men throughout the country, 
urging them to apply for membership in 
the Section. Letters are also being sent 
by Frederick H. Hinchfield, president of 
the Bar Association, and Professor 
George G. Bogert, chairman of the Trust 
Division of the Section. President Coles’ 
letter said, in part: 

“Many common problems arise from 
time to time and it has been suggested 
that it would be of mutual advantage to 
both associations if the trust men who 
are also lawyers would join the American 
Bar Association and apply for enroll- 
ment in the Trust Division or Probate 
Division of the Section on Real Property, 
Probate and Trust Law of the American 
Bar Association. 

Professor George G. Bogert, of the 
University of Chicago Law School, has 
been in touch frequently with Richard 
G. Stockton, Chairman of the Committee 
on Fiduciary Legislation of the Trust 
Division of the American Bankers Asso- 
ciation. As a result of their conferences 
it has become evident that a great deal 
could be accomplished if the lawyer trust 
men of the country would take a more 
active part in this very important work 


of the American Bar Association in 
which Professor Bogert is especially in- 
terested. 

I, therefore, urge you to give serious 
consideration to the matter of joining 
the American Bar Association, and ap- 
plying for affiliation with the Section on 
Real Property, Probate and Trust Law, 
as these subjects would seem to be of 
particular interest to trust men. Pro- 
fessor Bogert is Chairman of the Trust 
Division of the Section, Henry Upson 
Sims, First National Bank Building, Bir- 
mingham, Alabama, is Chairman of the 
Probate Division and R. G. Patten, 
Northwestern Bank Building, Minneapo- 
lis, Minnesota, is Chairman of the Real 
Property Division. 

If a substantial number of lawyer trust 
men would join the American Bar Asso- 
ciation, a firm basis would be laid for 
continued cooperative effort which would 
have a most beneficial effect upon the de- 
velopment of trust law and administra- 
tion.” 


Selling Fiduciary Services 


Emphasizing that every officer and em- 
ployee of a bank who comes in contact 
with the public is a salesman of the 
bank’s services, George S. Vrionis, as- 
sistant trust officer, New Jersey Title 
Guarantee & Trust Co., Jersey City, de- 
clared recently that they should have a 
practical knowledge of the functions of 
the trust and other departments of the 
institution. Mr. Vrionis told .the mem- 
bers of the Title Club, composed of of- 
ficers and employees of his company, that 
with such information they could intel- 
ligently point out to depositors how the 
trust department, with its type of per- 
sonnell, equipment and facilities, is quali- 
fied to render valuable service to them. 
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Central Bureau for Investment Analysis 


RAYMOND N. BALL 
President, Lincoln-Alliance Bank & Trust Company, Rochester, N. Y. 


N investment list, no matter how 

large nor how small, must be given 
active attention. It should be some one’s 
first responsibility. The cost involved in 
the proper care of an investment list 
can be more than justified if one consid- 
ers that, in addition to the comfort of 
having a list actively watched, the yield 
over a period of years can be more liberal 
than would otherwise be the case. If a 
list is given but casual attention it be- 
comes imperative that investments be 
made only in the very highest type of se- 
curity—the triple A’s—and at times in 
the shortest of maturities available. Cas- 
ual attention necessitates that safety of 
principal alone be considered. 


Again, if but casual attention is given 
to a list of securities, many times favor- 
able opportunities are lost to take legiti- 
mate profits which can be added to the 
investment reserve account. Such an ac- 
count should be established as a protec- 
tion against loss of capital brought about 
by changing conditions over which the 
investor has no control. Safety of prin- 
cipal, current yield and possibilities of 
appreciation in the value of the invest- 
ments are, in their order, the responsi- 
bility of a watching investment officer. 
It is usually fatal to reverse this order 
of importance. 


I have in mind, for example, a certain 
county in which there are fourteen banks. 
If the banks in that county were to join 
together in founding an investment ad- 
visory bureau, it would seem that in the 
beginning, an officer and an assistant 
could give the proper care to the invest- 
ment securities listed by the member 
banks with the bureau. Many of the 
same issues of bonds will be held by the 
several banks; therefore, the total num- 


From address as president of New York State 
Bankers Assn. before May, 1937, convention. 


ber of issues to be watched will be less 
than the sum total of the individual is- 
sues of each of the separate banks. 

It would be well that the executive of- 
ficer of the bureau have associated with 
him an advisory committee with which he 
could consult from time to time with ref- 
erence to general policies. A small com- 
mittee could be selected from the officers 
of the banks supporting the bureau. 
There are executive officers of banks in 
each of the districts of the state who 
have demonstrated their ability to handle 
their own investment lists in a splendid 
manner. 

The investment officer should be 
equipped with the normal working tools 
—needed current publications and ser- 
vices such as Standard Statistics, 
Moody’s, and others. He should also 
have a rather liberal allowance to pro- 
vide for travel that he may make fre- 
quent trips to New York and other fi- 
nancial centers. 

The officer in charge of this invest- 
ment advisory bureau should not have 
authority to make final decisions as ta 
the purchase and sale of securities. This 
authority should remain with each of the 
member banks. He should function in 
an advisory capacity to each bank. 

If this suggestion is in any respects 
original it is only so as to its applica- 
tion. I know of many universities and 
colleges who have had a most favorable 
experience over a period of years in 
handling their investments, through their 
own organization under the supervision 
of a finance committee. Many of these 
organizations, efficient though they may 
be, are not costly in comparison with the 
value of the services rendered. In our 
own state such a bureau, although set 
up on a much larger scale is already 
functioning. The Savings Banks Trust 
Company offers an investment advisory 
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service to the savings banks of the state. 


It is too much to hope that our Asso- 
ciation could sponsor the founding of 
such an investment advisory service for 
all our members. If the proposal is 
sound, however, it is not too much to 
hope that some county association may 
be the pioneer in setting up such a bu- 
reau. If it is successful—as I am con- 
fident it will be—it might be a long step 
forward in solving one of the most im- 
portant problems with which a large 
number of our banks are faced today. 


First Class 


Graduation of the first class from the 
Graduate School of Banking on July 2 
marks an event of vital significance in 
banking history. In a recent statement 
Lewis E. Pierson, Chairman of the 
Board, Irving Trust Company, New 
York, and of the School’s Board of Re- 
gents, declared: “Never before have ma- 


ture, experienced bankers gone to school 
in this manner. The average age of the 
graduate school students is 39 years. 
Some have given up their vacations to 
come to Rutgers at their own expense. 
Many are senior bank officers.” 


The educational process has here been 
reversed—the class room follows the 
workshop. The change should produce 
a new type of graduate—one adequately 
equipped to become a leader in banking 
and trust thought. 


Of the 193 candidates for diplomas, 26 
have majored in trust subjects during the 
three summer resident sessions at Rut- 
gers University. The theses which each 
was required to submit should result in 
valuable contributions to trust literature. 


The outlook for the future is still 
brighter with the largest registration of 
new students (230) since inception of 
the school in 1935. Of the total number 
of 591 students, 78 are trust men. From 
these will come the leaders of the next 
era in trust development. 





The Fourth Era in Trust Service 
Trust Research in the Making 


GILBERT T. STEPHENSON 
Director Trust Research, Graduate School of Banking 


T the present time the most that can 
be said of organized, directed trust 
research is that it still is in the making. 
It is not yet an actual accomplishment. 
Naturally, the first three months of 1937 
were a period of trial-and-error in get- 
ting the work under way. We at once 
attacked trust research on three fronts. 
As one of the first steps we arranged 
a series of Trust Research Weeks—the 
first in Rochester, New York, in January; 
another in St. Louis in February; and 
the third in Chicago in March.} 


Law School Discussions—Next, we ar- 
ranged a series of meetings with the sec- 
ond- and third-year men of nine law 
schools—namely, Harvard, University of 
Chicago, St. Louis University, Washing- 
ton University (St. Louis), Yale, North- 
western, Wake Forest, Duke, and the 
University of North Carolina. In this 
way we reached about 1,000 upper class- 
men in some of our leading law schools. 
I discussed with them the administration 
provisions of wills and trust agreements, 
with special reference to the discretion- 
ary powers of trustees. In order to 
make the discussion the more practical, 
I had assembled beforehand a consider- 
able number of wills and trust agree- 
ments from the States in which most of 
the students in these law schools will 
practice and discussed with the students 
the administration provisions contained 
in those instruments.” 


From address to Ma sachusetts Bankers Assn., 
June, 1937. 

1A review of these three Trust Research Weeks 
made by men on the ground is to be found in 
Trust Companies for April, 1937, pages 483-5. 

*The substance of these law school discussions 
has been published by the Graduate School of 
Banking in a pamphlet, entitled ‘Discretionary 
Powers of Trustees under Wills and Trust Agree- 
ments.”’ 


Graduate School Lectures—Third, I 
personally made a series of trust re- 
searches preparatory to discussion of 
trust-business topics at the coming resi- 
dent session of the Graduate School of 
Banking. Each of the 67 men majoring 
in trust business during the 1936 resi- 
dent session were asked to suggest 12 
new topics he would like me to cover 
during the 1937 session. From these 
suggestions I made up the following list: 


1. Policies in Accepting and Retaining 
Trust Business 
2. Special Training of the Personnel on 
Trust Matters 
3. The Social Aspects of Spendthrift or 
Protective Clauses in Trust Instru- 
ments 
. The Function of Governmental Su- 
pervision of Trust Business 
. The Amortization of Premiums and 
Accumulation of Discounts 
. Distinctive Features of Investment 
of Trust Funds 
. The Relationships Between Banking 
and Trust Business 
. Trust Service and the Practice of 
Law 
9. Life Insurance-Trust Relationships 
10. Trust Service and Investment Coun- 
sel Service 
11. The Trust Indenture Act of 1937 
12. Trends in the Trust Field 


Graduate School Theses—Another ac- 
tivity, in my opinion, contains the great- 
est possibilities of all in the field of 
trust research. Every Graduate School 
student majoring in trust business, as a 
condition precedent to graduation, must 
write an acceptable thesis, calling for 
extensive research, on a trust subject of 
his own choosing. The new material 
presented by these students in their 
theses is to be made available to the 
public. Some of it will be published in 
book form; other, in pamphlet form; and 
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still other material will find its way into 
magazine articles and trust-conference 
addresses. 


Taking a Lesson from Other Fields 


What, after all, is this thing we are 
calling trust research? Is it anything 
more than a new name for a thing we 
have been doing all along? What are 
some of the practical results we have a 
right to expect of organized, directed 
trust research that will make it worth- 
while? Is it a thing for a trust man to 
give his life to? Is it a permanent 
thing, or will it turn out to be only a 
passing fad? Will it have the hearty 
and the continuous support of the bank- 
ers and the trust men of the country? 

Since the first of April I have been out 
in the open where I could see the forest 
as a whole and get some idea of the re- 
lation of the forest and the trees to other 
things. 

Importance of Research—My first con- 
clusion is that organized and directed 
trust research must be carried on con- 


tinuously if trust business and trust ser- 
vice are to be kept abreast of the times. 
So many other businesses and services 
have come to the same conclusion about 
the necessity for research. The steel in- 
dustry is spending over $10,000,000 this 
year on research. The chemical indus- 
try is spending $20,000,000 on research. 
Dr. Elmer K. Bolton, Chemical Director 
of the duPont Company, said:* “We are 
living in a dynamic world where nothing 
remains the same. In business, in the 
professions, in our social world there is 
constant change, constant striving for 
improvement of the methods, the tools, 
the materials with which man works. 
Great corporations have fallen, promis- 
ing businesses have gone to nothing, be- 
cause their owners failed to see the need 
for change. Research is as essential to 
trust business as to any other business.” 
All industry seems now to be dependent 
upon research for its progress. In the 
automobile industry the laboratory and 
the testing-ground are as much a part of 
a plant as the factory itself is. From the 
days of Pasteur and Lister to the days of 
the Mayo Brothers, medicine and surgery 
have advanced step by step on research. 
Nor has the law been a laggard in the 
field of research. The work of the Com- 
missioners on Uniform State Laws and 
of the American Law Institute has been, 
essentially, research in the field of law. 


Organization and Direction of Trust 
Research 
The point I am making is, not that 
trust research is important, but that the 
organization and direction of trust re- 
search are essential if practical results 
are to be achieved. 


If trust research really is to be ef- 
fectual, it must be carried on by those 
who know trust business and trust ser- 
vice in practice and, at the same time, 
possess the technique for research pecul- 
iar to the social sciences. The Graduate 
School of Banking seems to offer the es- 
sential combination for trust research— 
i.e., practicing trust men, trained in the 
technique of trust research, devoting two 
years each to the development of subjects 
in which they are especially interested 


*Trust Companies, April, 1987, page 399. 
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and, for the most part, having to do with 
their daily work. The thesis-work of 
the Graduate School of Banking is one 
answer to the problem of organized, di- 
rected trust research. 

Why, I have asked myself so many 
times during the past two months, did or- 
ganized, directed trust research come at 
this particular time rather than ten 
years sooner or ten years later? 

Organized for Research—The organi- 
zation of trust institutions is just now 
ready for trust research. The develop- 
ment of organized trust business falls 
into three pretty clearly defined periods, 
and we are ready just now to enter the 
fourth period. 

First, there was the period of develop- 
ment of the individual trust institution. 
That went on in a modest, inconspicuous 
way from 1818 (date of the first trust 
charter) to 1897, the date of organization 
of the Trust Company Section of the 
American Bankers Association. At the 
end of the period there were less than 
100 trust institutions in the States. 

After 1897 there followed a period of 
nearly a quarter-century during which 


trust men, through the Trust Company 
Section, were getting acquainted with 
one another and establishing an esprit 


de corps. The Trust Division gave trust 
men group consciousness on a national 
scale. 

In 1920 began the period of confer- 
ences, the first being the Mid-Winter 
Trust Conference. That was followed in 
1923 by the first Pacific Coast and Rocky 
Mountain States Conference, in 1925 by 
the first Mid-Continent Conference, and 
in 1928 by the first Southern Conference. 
The last 17 years have been the period 
during which trust men, with their 
friendships made and their esprit de 
corps established, have come together in 
their conferences to discuss their common 
problems, to give one another the benefit 
of their findings 'in their own indepen- 
dent investigations, and to receive the 
reports of their committees appointed to 
make specified researches. The trust 
conferences brought to light the exis- 
tence and generality of trust problems 
and the benefits of cooperation in their 
solution. 
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Now we are at the beginning of the 
fourth period—that of organized, direct- 
ed trust research. We have come upon 
a time when the duties of trust men are 
so exacting and the trust problems so 
complicated by legislation and taxation 
that the practicing trust man cannot 
carry on research in such a thorough and 
exhaustive way as to make his finding 
authoritative or comparable with those 
of other trust men, without neglecting 
his daily work. The busy, practicing 
trust man is forced by circumstances to 
turn over his research to some respon- 
sible organization that makes a business 
of conducting trust researches according 
to tried and approved technique. 

Science of Trust Service—I am using 
the word, science, in the sense of an or- 
ganized body of knowledge. The com- 
mon law trust has been in process of de- 
velopment over 400 years and for over a 
hundred years men have known how to 
do trust business through the instrumen- 
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tality of a corporation. But until re- 
cently most of this knowledge has re- 
posed in the bosom of the individual law- 
yer or trust man. Twenty years ago 
where could the young man turn for an 
authorized and authoritative treatment 
of trust business and trust service? 


In 1890 Breckenridge Jones said that 
he could not find as many as 50 pages of 
trust literature in the whole of the 
United States. Since then a wealth of 
trust literature has been developed—in 
the proceedings of the trust conferences, 
in the pages of Trust Companies Maga- 
zine, and in other publications. But a 
great deal of the information contained 
in these publications has remained 
undigested and, therefore, unused by 
trust men. I am aware also that here 
and there individuals like Smith, Her- 
rick, Kirkbride, Sterrett, and Perine 
have made invaluable contributions to 
the science of trust service. On the 
whole, it is fair to say that the science 
of trust service dates back only to 1927 
and that it began then with the publica- 
tion of the textbook, Trust Functions, 
of the American Institute of Banking. 


With the development of the science 
of trust service, trust research has be- 
come practicable. With the publication 
in 1935 of Trust Business by the A. I. B. 
the way was opened for trust research 
to proceed beyond the boundaries of 
existing knowledge over into the un- 
known with the objective of discovering 
new and better ways of doing trust busi- 
ness and rendering trust service when 
the old ways are no longer satisfactory. 


The third and, I think, most important 
conclusion is that trust research, in or- 
der to be successful, must be a highly 
cooperative enterprise. In this respect 
it is fundamentally different from other 
types of research. The chemist or phy- 
sicist may do his work and perhaps work 
best while alone in his laboratory. The 
trust man, on the other hand, must do 
much of his work in the society of other 
trust men. He is dependent upon them 
for his working material. He must await 
invitations to enter trust institutions to 
carry on research. He has no way of 
compelling trust men to report to him 
facts, figures, and findings that he may 
compare with other facts, figures and 
findings so that, when combined, they 
lead to dependable generalizations. 


On the Part of Trust Men—The Grad- 
uate School students majoring in trust 
business constitute a cooperative group 
of the greatest promise in trust research. 
But these 30 or 40 a year are but a small 
number of trust men compared with the 
6,000 and more in the United States. If 
trust research is to be truly thorough 
in its explorations and nation wide in its 
scope, we must have the cooperation 
not only of the Graduate School students 
but also of other trust men. 


By the Trust Research Department— 
In bespeaking the cooperation of prac- 
ticing trust men I pledge to them the co- 
operation of the trust research depart- 
ment. We aim to conduct only research- 
es that have practical value in extending 
trust business and improving trust ser- 
vice; to throw such safeguards around 
our researches as to entitle our findings 
to acceptance at face-value. In submit- 
ting questionnaires and in making per- 
sonal studies, as we shall be obliged to 
do, we shall strive so to conduct our 
work as to make our letters or our pres- 
ence welcome to the trust men. 

The most stimulating and challenging 
thought of all is that we are at the be- 
ginning, not the end, of this venture and 
that, with the good will and active co- 
operation of the bankers and trust men 
of the country, we may have a vital part 
in shaping the destiny of this new and, 
in some respects, greatest of the social 
sciences—trust service. 





Viewing the Market 


Our Real Problem is Social—Not Mechanical 


ARTHUR C. BABSON 
Babson’s Statistical Organization, Inc., Babson Park, Mass. 





N 1916 the per-capita federal debt in 

this country was $12. Today, twen- 
ty-one years later, it is $275. Expressed 
in percentages the increase amounts to 
2,200 percent. Large reserves of cap- 
ital remain unemployed. The old say- 
ing of “Satan finds work for idle hands 
to do’, also applies to capital. Those 
whose business it is to handle invest- 
ments and money should certainly view 
these trends with considerable alarm. 

A study of the post-war inflationary 
period in both France and Germany, leads 
us to believe that there is no sure hedge 
against a real siege of inflation. Of 
course, it is not wise to suggest that 
what occurred in Europe would apply to 
a possible siege of inflation in this coun- 
try. However, studies of the situation 
over there have brought many interest- 
ing facts to light. It has been found 
that in many cases the common shares of 
those companies owning their own 
sources of raw material, with low labor 
costs, and above all conservatively oper- 
ated and financed, came through inflation 
with a minimum amount of loss in value 
to the investor who held them through 
the inflation and adjustment period 
thereafter. 

General improvement in business has 
brought better days to the investor. In 
1933 the value of all common stocks 
quoted on the New York Stock Exchange 
amounted to about 16 billion dollars. To- 
day the value of all stocks amounts to 
nearly 60 billion dollars. In other words, 
the value of common stocks quoted on the 
New York Stock Exchange has almost 
quadrupled. Although the stock market 
has given a rather poor account of itself 
in the last few weeks, we are telling our 


From address before the Indiana Bankers As- 
sociation, May, 1937. 


elients not to be alarmed and to hold to 
the long-term trend. From a psycholog- 
ical standpoint, it is a good healthy sign 
when investors are cautious. When the 
investor is wildly enthusiastic about the 
future of security prices is the time for 
everyone to watch their step. 


Viewing the bond market, we feel that 
the recent peak in bond prices will not 
be equalled again in this bond cycle, but 
that any downward trend in bond prices 
will be a gradual one, with interruptions 
from time to time, and extending over a 
number of years. Lower bond prices are 
naturally contingent on higher interest 
rates. When evaluating the trend of in- 
terest rates, it is well to keep in mind the 
fact that absorption of money for ex- 
pansion so far is not large. During the 
period from 1925 to 1930, industry in 
this country absorbed, on an average, be- 
tween six and seven billion dollars of 
new capital per year. In 1936, a year 
when business came back to normal, in- 
dustry used only about a billion dollars 
of new capital. From 1925 to 1930, we 
exported money on an average of over 
one billion dollars per year to foreign 
countries. Today, this amounts to al- 
most nothing. Therefore, we feel that, 
while interest rates will tend to strength- 
en with the demand for money improv- 
ing, we do not now look for any rapid 
rise. 


It is well to point out that the long 
term, callable, low coupon bonds which 
have been placed on the market in the 
last year or so, are in a vulnerable posi- 
tion. We feel that bondholders should 
play safe today and shorten up some of 
their maturities even at a sacrifice to in- 
come. Diversification in maturities and 
in type—also as to locality and industry 
—is certainly necessary insurance for 
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the bondholders to meet the current sit- 
uation. 

The losses suffered by investors in real 
estate and real estate bonds were very 
large and widely spread. Real estate 
values have not come back yet to the 
same extent as have commodity and se- 
curity values. We feel that a well chosen 
piece of real estate today offers the same 
chance of appreciation as a well chosen 
stock has offered in the last year or so. 
With the coming months, the general 
public should begin to realize this to 
the distinct advantage of the real estate 
market. It is encouraging to note, from 
a property owner’s standpoint, that the 
largest recovery in the cost of living in- 
dex in the last month of record was made 
by rent. 

Only through new developments and 
better approaches to old problems can we 
as a nation maintain any pronounced de- 
gree of progress. We can derive no 
benefits from new developments, however, 
if they are nullified by dishonest employ- 
ers, selfish workmen, and unscrupulous 
politicians. America’s real problems are 
not mechanical but social. We may be 
extremely proud of our towering sky- 
scrapers and our streamlined cars, but 
in the last analysis, it is the human ele- 
ment that counts. The development of 
the finer human’ relationships, moral and 
spiritual, have not kept pace with our 
technical advancement. We at Babson 
Park feel strongly that only a return to 
those homespun American virtues of hon- 
esty, industry, courage, thrift, and initia- 
tive will solve our fundamental problems 
and allow us to gain and maintain any 
degree of lasting prosperity. 
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Equitable Trust of N. Y. Merges 
with Manufacturers Trust 


Harvey D. Gibson, president of the 
Manufacturers Trust Company, an- 
nounced on June 7th that his institution 
and the Equitable Trust Company of 
New York had merged, effective on that 
day. 

The late Charles Hayden controlled the 
stock of the Equitable Trust and ar- 
rangements for the merger were made 
with the trustees of his estate by the of- 
ficials of the Manufacturers Trust Com- 
pany. The Equitable Trust brings re- 
sources of $57,009,291 to the merged in- 
stitution, putting the total resources of 
the Manufacturers Trust to approximate- 
ly $800,000,000. 

The old Equitable Trust Company was 
merged with the Chase National Bank in 
1930 making the latter institution the 
largest in the world. The present Equit- 
able was formed at that time to preserve 
the name and also to handle certain trust 
business that could not or was deemed 
inadvisable at that time to be trans- 
ferred to the Chase. The institution ac- 
cepted no deposits, however. 

Mr. Hayden and his associates bought 
the stock of the Equitable in 1934 and 
since that time the trust company has 
confined its business largely to the hand- 
ling of Mr. Hayden’s interests which 
were very extensive. He was a director 
of more than fifty corporations at the 
time of his death in January of this 
year. 

The business of the Equitable Trust 
has been transferred from its old loca- 
tion at 25 Broad St. to the principal of- 
fice of the Manufacturers at 50 Broad. 

Edward E. Steele, executive vice presi- 
dent in charge of the operations of the 
Equitable Trust, becomes a vice presi- 
dent of the Manufacturers Trust. The 
entire staff of officers and clerks of the 
former institution also becomes a part 
of the latter organization. 


James M, Landis was reappointed on June 
3 chairman of the SEC. In the fall, he re- 
turns to Harvard to become dean of the 
Law School. 








Inadequacy of Fees Definitely Established 
Conclusions from Pennsylvania Survey 


W. ELBRIDGE BROWN 
Vice President, Clearfield Trust Co., Clearfield, Pa. 


S proposed at the mid-winter meet- 

ing last December, a questionnaire 
Was prepared and mailed to everyone 
registered at that meeting as well as to 
all of the banks in the state believed to 
have trust departments. Five hundred 
and fifty copies were mailed out; one 
hundred and sixteen replies were re- 
ceived. 

The recent questionnaire was more in 
detail [than that sent out a year ago] 
and asked that the various types of 
trusts be separated as well as the earn- 
ings from each type. The attempt to 
break down the figures into greater de- 
tail has brought out glaring inaccura- 
cies. We feel that until we can be more 
confident of our figures, we must with- 
draw our former conclusions. 


“Negative” Conclusions 


Fee Records: Very few trust institu- 
tions keep their gross earnings records 
so that they can accurately determine 
their principal and income fees separ- 
ately. This is very important because 
principal fees are received only once, 
sometimes at the beginning of the trust 
but more often at its termination. They 
cannot be relied upon as regular income 
from year to year. Income fees, on the 
other hand, should recur year after year 
during the life of the trust. 

Even a smaller number of institutions 
have, up to this time, made any real at- 
tempt to accurately determine their costs, 
either the direct or indirect ones. 

Valuations: There is a lack of uni- 
formity among the institutions in their 
method of entering trust assets on their 
records which makes it almost impos- 
sible to compile any accurate statistics. 





From second annual report as Chairman of Com- 
mittee on Costs and Charges, before Trust Com- 
pany Section, Pennsylvania Bankers Assn.—June, 
1937 convention. 


Some institutions use unit values; others 
par, and the rest, probably the largest 
number, cost or appraisal values at the 
time of acquisition. 


Closing Out Unprofitable Departments 


We do not feel, however, that the ef- 
fort has been without result for we be- 
lieve that the survey does present some 
positive information: 

A considerable number of institutions 
with small trust departments, situate in 
small communities where the prospects 
of growth are meager, report that they 
are actively engaged in closing their 
trust departments. This, the Committee 
feels, is a healthy trend. The amount of 
trust business done by these institutions 
and the fees received by them for it are, 
of necessity, out of all proportion to the 
cost of handling it. 

There is a distinctly growing interest 
in the costs of trust business and a con- 
stantly increasing effort is being made 
to determine them. To the first request 
for information we have thirty-eight re- 
plies, to the last one, one hundred and 
sixteen. It is important for you to make 
a net profit from the operation of your 
trust department. To determine whether 
or not you are making a net profit, it is 
necessary to know the cost. As a neces- 
sary condition precedent to the earning 
of a net profit, it is necessary that prop- 
er fees be charged. In order to attempt 
to build any proper fee schedule, the de- 
termination of costs is most important. 
Just how to get such a determination, we 
have not yet determined. It is possible 
that we will ask a representative number 
in each size group to submit as guinea 
pigs and to work out carefully, in detail, 
figures in accordance with a uniform and 
detailed analysis. 

Inadequacy of Fees: It is definitely 
realized that the present minimum sched- 
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ule of fees, adopted and operated by this 
section, is inadequate and needs revision, 
both with respect to some of its classifi- 
cations and with respect to some of its 
rates. 

While we do not know enough about 
costs to make any tabulation of statistics, 
the replies received definitely indicate 
that the known costs are so high that the 
fees are inadequate. In addition to this, 
several institutions reporting have made 
a very careful analysis, either them- 
selves or by the use of outside cost ac- 
countants. The results reported by these 
institutions, which we are confident are 
accurate both as to earnings and to the 
cost of securing them, while they are 
not sufficient in number or amount upon 
which to build statistics, are a definite in- 
dication of the need for fee revision. 


Value of Fee Schedules 


We believe that schedules are neces- 
sary and advisable. Excellent results 
have been obtained in Pennsylvania in 
the three years that the present sched- 
ules have been in operation, both in re- 
ducing competition for business on the 
basis of fees and in increasing the rate 
at which new business is secured. As 
far as court trusts are concerned, the 
schedules are only a minimum, fair, ask- 
ing figure, and they are not as high as 
have been allowed time after time in most 
of the jurisdictions of the state. 


With respect to voluntary trusts, how- 
ever, the schedules should, and we believe 
are, being reasonably well observed as 
minimum figures at which business will 
be accepted. We have definite reports 
that this has, in many instances, resulted 
in the taking of new business at a rate 
more adequate than would have been done 
under the old system, and in a great 
many districts has practically eliminated 
“shopping” for trust service on the basis 
of price rather than of service. 


In the very short time that the sched- 
ules have been in effect, there have been 
great changes in the trust business. De- 
creasing interest rates reducing the in- 
come of estates and trusts have serious- 
ly reduced the income of the trust com- 
pany. Increasing taxes, reports and 
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changes in the investment situation have 
seriously increased costs. Certain new 
services have developed which are not 
covered by the schedules and do not fit 
under the old classification. We need a 
revision. 

Local Differences: Experience has in- 
dicated that one schedule for the State 
of Pennsylvania, as a whole, is not satis- 
factory. Philadelphia County and Group 
Six have found it advisable to make cer- 
tain revisions on account of conditions in 
their own locality. In certain other sec- 
tions of the state similar action might be 
advisable. The State of Pennsylvania is 
too large and the interests of the differ- 
ent localities too varied for one general 
rule to cover the whole situation through- 
out the state. It is probably very advis- 
able for local communities to adopt their 
own schedules. 


Your Committee believes that a re- 
vised schedule is necessary, and it is its 
duty to promulgate and present one. It 
may then be used as a basis upon which 
separate schedules may be worked out by 
many groups, county associations or cor- 
porate fiduciary associations as care to 
do so to fit their own local situations. 


Present Recommendations 


1. We urge you for your own informa- 
tion as well as in the hope that at a later 
time we may be able to gather and tabu- 
late statistics, to make a sincere effort to 
determine your costs both direct and in- 
direct. This is more important for your 
own information than it is for the pur- 
pose of any tabulation which the Com- 
mittee may be able later to get together. 


2. We suggest that you review the ac- 
counts now on your books for the purpose 
of revising to a proper basis those which 
are not producing a proper revenue. This 
is now being done by some institutions 
with surprising results. One institution 
has a regular committee conducting a 
consistent survey of all their accounts 
and making an effort to revise their 
charges wherever they are needed and it 
is possible to secure the consent of the 
parties interested. They report that the 
increased annual income from this source 
is exceeding not only their expectations, 
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BANK of the MANHATTAN COMPANY 


NEW YORK 


The Experience of 137 Years 


Through wars and panics and periods 
of peace and prosperity, Bank of the 
Manhattan Company since 1799 has 
carried on its service to American busi- 
ness men... studying conditions and 
the influences that shape them. 


From its beginning this Bank has kept 
a young viewpoint, an interest in the new 


and progressive. In each generation it 
has had a share in furthering new in- 
dustries that were soundly conceived. 


Now, as in the past, this Bank is playing 
its part in developing a greater America. 


Your business can enjoy the advan- 
tages of this background plus the facil- 
ities and resources of a modern, up-to- 
date institution. 


Member Federal Deposit Insurance Corporation 
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because they did not realize how much 
of this type of business they had on their 
books, but it is exceeding even the wild- 
est estimate of what it might produce. 


3. It is suggested that you study your 
costs of operation in the trust depart- 
ment as well as determining them, and 
it is entirely possible that certain 
changes may be made in the operation 
of a trust department of any size where, 
by more efficient methods of operation, 
the actual cost expenditure may be low- 
ered. 


4. We recommend that a policy be 
adopted of carrying your trust assets on 
your books at cost or appraised value. 
At present, any statistics which we have 
gathered on trust departments are inac- 
curate because of the varied methods of 
carrying asset values. We recommend 
and suggest cost or appraisal value be- 
cause these are the figures at which the 
items come to you and are those figures 
for which you are accountable. Uni- 
formity is most desirable. 





We are not interested in increasing 
gross earnings beyond the proper 
amount. Neither are we interested in 
reducing costs at the expense of service. 
We are interested in good trust service 
properly compensated to produce a rea- 
sonable profit for our institutions. 





Hidden Taxes 


The amazing amount of $116 a year 
in hidden taxes is paid by the $18-a-week 
laborer or clerk who owns no property, 
it is revealed in a survey conducted by 
the Northwestern National Life Insurance 
Company. These taxes are contained in 
the prices of the goods and services which 
he purchases. 


The study shows that invisible taxes 
in retail food prices average 7.1%; cloth- 
ing 8%; fuel and light bills 9.5%; mis- 
cellaneous household items 10.2%. From 
records of 7,964 single- and multiple- fam- 
ily dwelling units in 48 cities, it ap- 
peared that an average of 25.3 cents in 
each dollar of rent went for taxes. 





Plainfield Trust Celebrates Thirty-fifth Birthday 
Trust Department Shows Remarkable Growth 


HIRTY-FIVE years ago this month, 
in a modest store building on Front 
Street, The Plainfield Trust Company, 
New Jersey, was opened for business. In 
establishing the city’s first Trust De- 
partment, the founders realized the 
necessity of laying a broad and firm foun- 
dation .upon which 
to build a solid in- 
stitution, and ac- 
cordingly the first 
decade in the Trust 
Company’s history 
was devoted to a per- 
fection of this 
groundwork. 

The success with | 
which these policies ~% 
have met is attested: = 
by the fact that the 
total of personal 
trust funds under =~ 
administration has 
increased from 
$163,200 in 1912 to 
almost 27 millions - 
this year. What is 
more significant, and indicative of the 
quality of the bank’s trust service, is the 
fact that in many instances it is serving 
second and third generations of Plain- 
field families. 

In the pamphlet issued by the bank in 
commemoration of this anniversary, it is 
pointed out “that during 1936 the Trust 
Department disbursed $1,300,000 of in- 
come to beneficiaries, a sum practically 
equal to the total appropriation, except- 
ing schools, for the whole City of Plain- 
field. Today the Trust Department is 
handling, for other people, securities 
made up of more than 8,000 separate in- 
vestments, a task which involves cutting 
some 17,000 coupons per year, receiving 
and checking 44,000 dividends, drawing 
9,300 disbursement checks and writing 
approximately 30,000 letters.” 
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Another important factor in the life 
of the institution is the cooperation 
which it renders to civic and economical 
movements and the improvement in bank- 
ing conditions. 

The administration of fiduciary ac- 
counts is under the supervision of H. 

Douglas Davis, vice 

president, in charge 

of the trust depart- 
ment, who has been 
with the bank since 

1909. Mr. Davis is 

also consultant trust 

officer of The Plain- 
field National Bank; 
chairman New Jer- 
sey Lawyers and 

Bankers Conference 

Committee;  chair- 

man, Committee on 

Trust Matters, New 
_ Jersey Bankers As- 
= sociation; general 

chairman, 1937 Con- 

vention Committee, 

New Jersey Bankers 
Association; treasurer and trustee, Char- 
ity Organization Society of Plainfield and 
North Plainfield. 


The conception of fiduciary service, un- 
der which the department has developed 
so successfully, is very ably set forth in 
the foreword to the brochure: 


ntrance to Trust Department 


“In trust service this human, sym- 
pathetic viewpoint is particularly empha- 
sized. Every estate and trust commands 
the personal attention of senior officials 
—of men who give friendly, understand- 
ing consideration to the needs of each in- 
dividual concerned. The settlement of 
estates and management of trust funds 
cease to be routine tasks—they become 
vitalized provisions for the safety, com- 
fort and economic stability of men, wo- 
men and children.” 





State Legislation Affecting Fiduciaries 


Outline of Some Pending or Recently Enacted Measures 


Colorado 


H.B. 662: Imposes gift tax on trans- 
fers of property. Approved. 


Delaware 


H.B. 293: Provides for repayment of 
estate taxes erroneously paid, and pre- 
scribes time within which application 
therefor should be made. Approved. 


Florida 


H.B. 464: Prescribes a new legal list 
for investment of funds held by fiducia- 
ries. Approved. 

S.B. 259: Makes it unlawful for any 
officer, director or employee of a bank to 
deposit trust funds in the commercial de- 
partment without taking adequate se- 
curity therefor, such security to be of the 
type legal for the investment of trust 
funds. Approved. 

S.B. 261: Prohibits foreign trust com- 
panies from acting in this state. See 
page 747 of this issue. Approved. 

The legislature also enacted the Uni- 
form Trust Administration Act and the 
Uniform Principal and Income Act. Both 
have been approved. 


Illinois 


H.B. 1029: Authorizes investment of 
trust funds in obligations of a Federal 
Home Loan Bank or of two or more such 
banks, and in shares of state chartered 
building and loan association and of fed- 
eral chartered associations if insured by 
the Federal Savings and Loan Insurance 
Corporation. 


H.B. 1030 and 1031: Same as 1029 for 
guardians and conservators, respectively. 


H.B. 922: Authorizes establishment of 
branch banks. 


Iowa 


S.F. 15: Extends mortgage morator- 
ium and prescribes conditions upon which 


foreclosure actions may be continued. 
Approved. 

S.F. 16: Renews the extension of 
time for redemption from foreclosure 
sales. Approved. 


Maryland 


H.B. 599: Provides that when a fidu- 
ciary is liable for payment of tax under 
U. S. Revenue Act of 1926, or its amend- 
ments, or any death tax law hereafter 
enacted, the amount of the tax, except 
where testator otherwise directs, shall 
be “equitably pro-rated” as between the 
individual estate of the decedent and the 
inter vivos trust estates created, 
transfers made, by decedent, which are 
included in the gross estate, and such 
fiduciary may recover from the fiducia- 
ries in possession of said trust estates 
and from the transferees, the proportion- 
ate amount of such tax with which such 
funds are chargeable under this section. 
Applies to estates of persons dying sub- 
sequent to June 1, 1937. Approved. 

HB. 200: Adds new section to Uniform 
Fiduciaries Act, protecting persons deal- 
ing in good faith with fiduciaries in re- 
organization matters, in that such per- 
sons are not obligated to inquire whether 
or not such fiduciary is committing any 
breach of trust in making deposits or 
exchanges. Approved. 

H.B. 521: Provides for making of de- 
posits or investments by an administra- 
tor or guardian under direction of Or- 
phans’ Court, and relieving same from 
loss if due care was exercised in selection 
of depository. Approved. 

H.B. 9: Amends Sec. 105A of Code Ar- 
ticle 81, exempting moneys on deposit in 
names of husband and wife from in- 
heritance tax. Approved. 

H.B. 543: Adds Sec. 255A to Art. 93, 
relating to removal of executor, admin- 
istrator or guardian who leaves the state 
and neglects duty as fiduciary. Ap- 
proved. 
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Oldest Trust Company 
in Pittsburgh 


ESTABLISHED 1867 


Member Federal Reserve System 
Member Federal Deposit Insurance 
Corporation 


PEOPLES-PITTSBURGH 
TRUST COMPANY 
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Massachusetts 


H.B. 1822: Permits guardians and 
trustees (if instrument does not other- 
wise provide) to invest in policies of life 
or endowment insurance or annuity con- 
tracts issued by life insurance company 
authorized to do business in the state, on 
the life of the ward or beneficiary, re- 
spectively, or any person in whose life 
they have an insurable interest. Ap- 
proved. 


Michigan 


H.B. 251: Interstate inheritance tax 
law, as outlined in the May issue, page 
621 is awaiting approval. 

S.B. 14: Prescribing legal invest- 
ments, as reported in the May issue, has 
been passed in Senate. 


Nebraska 
L.B. 190: Amends legal list for fidu- 
ciary investments as follows: 


Permits investment in bonds of any 
county or school district, as well as city, 
of over 200,000 population, located with- 


out the state, meeting the requirements 
set forth in the original act as applied to 
such cities. 

Raises amount, for which bonds or 
notes secured by a first mortgage on 
Nebraska real estate may be taken, from 
forty to fifty per cent. of the appraised 
value thereof. 

Adds bonds or other interest-bearing 
obligations of any corporation organized 
under laws of United States or any state 
that may be authorized by the court upon 
application of a fiduciary, provided that 
no fiduciary shall apply for authority to 
purchase any such obligation that at the 
time is not given by at least two statis- 
tical organizations whose publications 
are in general use either of the two high- 
est ratings given by such organization. 
Approved. 


New Jersey 


A.B. 182: Allows executors or admin- 
istrators. who have obtained letters in 
other states to prosecute actions in courts 
of this state, or be made party defendant 
in any action in this state. Approved. 

S.B. 152: Raising fees for administra- 
tion of small accounts, as reported in the 
April issue, page 474, has been enacted. 


New York 


A.B. 1795 and S.B. 1490: Relating to 
common trust funds and their taxation, 
respectively, as reported in the May is- 
sue, page 622, have been approved. 


A.B. 1563: Permitting fiduciaries to 
deposit in savings banks as permanent 
investment, as reported in the April is- 
sue, page 475, has been approved. 


A.B. 510: Consolidating bank and 
trust company articles, as first reported 
in the March issue, page 349, has been 
approved. 


S.B. 1582: Relating to uninvested trust 
funds, as reported in the May issue, 
page 623, has been approved. 


S.B. 1122 and 1123: Provide uniform 
trust plans for reorganization of guar- 
anteed mortgage certificates. Approved. 


S.B. 1702: Makes certain obligations 
of the Philippine Islands legal invest- 
ments for fiduciaries. Approved. 
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S.B. 2051: Appropriates funds to De- 
partment of Taxation and Finance for 
expenses in determining liability of es- 
tate of Colonel Edward H. R. Green to 
the estate tax. Approved. 


Pennsylvania 


H.B. 1155: Originally mentioned in 
the May issue, page 624, has been ap- 
proved. It adds to the legal list obliga- 
tions of Federal Land Banks, Federal In- 
termediate Corporations, Federal Home 
Loan Banks, Federal Savings & Loans 
Associations and building and loan as- 
sociations to the extent insured by the 
Federal Savings & Loan Insurance Cor- 
poration, savings deposits up to $500, 
and obligations of any state authority 
established by the Commonwealth. 

H.B. 1020: “Mortgage investment 
fund” bill, as reported in the March is- 
sue, page 349, has been approved. 

S.B. 1047: Modifies and clarifies re- 
quirements for legal investments. Ap- 
proved. 

H.B. 1325: Amends Fiduciaries Act to 
provide equitable apportionment of fed- 
eral and Pennsylvania taxes. Awaiting 
approval. 

S.B. 1266: Enacts Uniform Principal 
and Income Act. Awaiting approval. 


Vermont 


Act No. 52: Requires trustees of char- 
itable trusts to make written annual re- 
port to probate judge showing property 
held, receipts and expenditures, number 
of beneficiaries, etc. Failure to do so 
for two consecutive years is equivalent 
to a breach of trust and probate court 
shall report this to Attorney General or 
state’s attorney, who must compel com- 
pliance. Approved. 

Wisconsin 

S.B. 375: Provides that “whenever any 
property is transferred by gift into the 
names of the donor and one or more 
other persons as joint tenants or tenants 
by entirety, it shall be deemed a taxable 
transfer of one-half or other proper frac- 
tion thereof in the same manner as 
though the property had been trans- 
ferred to such joint tenants or tenants 
by entirety as tenants in common.” 


IOWA'S LARGEST BANK 


Qualified by 61 years of experience 
to act in every recognized trust and 
corporate fiduciary capacity. 


|OWA-DES MOINES 
NATIONAL BANK 


& TRUST COMPANY 


Member Federal Deposit Insurance Corporation 


Stock Transfer Tax Change 


Pointing out the unfairness of the federal 
tax on transfers of stock to a nominee, the 
Taxation Committee of the Investment 
Bankers Association of America has adopt- 
ed a resolution requesting Congress to pro- 
vide a specific exemption for such cases. 
The situation is one in which the purchaser, 
for convenience, has the certificates issued 
in the name of a nominee who receives no 
beneficial interest therein, and yet there is 
a tax on this transaction in addition to the 
regular tax on the purchase by the bene- 
ficial owner. The proviso recommended is 
as follows: 

“Provided, further, that the tax shall not 
be imposed upon deliveries or transfers pur- 
suant to a nomination of an employe to take 
title to shares of stock purchased or sub- 
scribed for by an employer for the sole and 
exclusive benefit of such employer, but such 
deliveries or transfers shall be accompanied 
by a certificate setting forth the facts.” 
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The name “Trust Section” of the Cali- 
fornia Bankers Association has been chang- 
ed to Trust Division. 





Illinois Creates New Trust Division 


Committee on Trust Policies One of Four Being Organized 


T the annual convention of the II- 
linois Bankers Association held in 
Chicago on May 24th and 25th the crea- 
tion of a Trust Division was authorized. 
The By-Laws adopted provide that the 
objectives of the Division shall be— 


(a) To elevate the standards of those 
engaged in the pursuit of trust 
functions in the State of Illinois 
and to instill in said persons a 
high regard for the ethics of trust 
practice; 

To foster and cultivate the busi- 
ness relations of the members of 
the Division; 

To encourage among the members 
of the Division a closer personal 
acquaintance and a friendly spirit 
of mutual cooperation; 

To gather, receive and dissemin- 
ate such information as may seem 
helpful to the members of the Div- 
ision, to interchange ideas in ren- 
dering mutual assistance and to 
provide helpful advice and guid- 
ance; 

To publish and circulate publica- 
tions of any kind and descrip- 
tion; 

(f) To cooperate with other trust as- 
sociations in the State. 


The administration of the affairs of 
the Division under the terms of the By- 
Laws is to be vested in a President, Vice 
President, Secretary and an Executive 
Committee. The first officers elected were 
as follows: 

President—George H. Arnold, vice 
president & trust officer, Illinois National 
Bank & Trust Co. of Rockford. 

Vice President—H. G. Bengel, vice 
president & trust officer, Illinois Nation 
al Bank of Springfield. 

Secretary—H. C. Hausman, c/o Execu- 
tive Offices, Illinois Bankers Association. 

Executive Committee: George H. Ar- 
nold, Chairman; H. E. Emerson, trust 
officer, First Bank & Trust Co. of Cairo; 
H. G. Bengel, vice president & trust of- 


ficer, Illinois National Bank of Spring- 
field; Fred Grant, vice president & trust 
officer, National Bank of Mattoon; Har- 
old Eckhart, vice president, Harris Trust 
& Savings Bank of Chicago. 

The adoption of the By-Laws and 
election of officers and members of the 
Executive Committee took place follow- 
ing a luncheon on Tuesday at the Palmer 
House in Chicago, May 25th. The meet- 
ing was conducted by George H. Arnold 
and no speeches or reports were made. 
During the next month the principal ac- 
tivity of the Trust Division will be the 
appointment of four committees, one on 
“Fee Schedules”, one on ‘,Standardiza- 
tion of Records and Accounting Sys- 
tems”, one on “Legislation” and one on 
“Trust Policies.” 


Brown Heads Trust Group 


W. Elbridge Brown, vice president and 
trust officer of the Clearfield, Pa. Trust 
Company, was elected chairman of the Trust 
Division of the Pennsylvania Bankers Asso- 
ciation at their meeting held on May 27. 
Other members elected to assist Chairman 
Brown are: John H. Evans, vice president 
and trust officer of the McDowell National 
Bank, Sharon, vice chairman; James A..G. 
Campbell, president, Delaware County Trust 
Company, Chester, treasurer, and Herbert 
U. Frey, of the Pennsylvania Co. for Insur- 
ance on Lives and Granting Annuities, sec- 
retary. 

Members of the trust executive committee 
are chosen one from each of the eight re- 
gional groups. These members are: 

John H. Lawson, trust officer, Girard 
Trust Co., Philadelphia; G. Fred Berger, 
treasurer, Norristown-Penn Trust Co., Nor- 
ristown; E. J. Sitgreaves, executive vice 
president, The Easton Trust Co., Easton; 
Malvin F. Gstalder, vice president and trust 
officer, First National Bank, Williamsport; 
Charles H. Moore, vice president and trust 
officer, York Trust Co., York; John H. Dil- 
len, president, Altoona Trust Co., Altoona; 
C. J. Miller, assistant cashier and trust of- 
ficer, First National Bank, Meadville, and 
Arthur M. Scully, vice president, The Union 
Trust Co. of Pittsburgh. 
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Developing Trust New Business 


A Direct By Mail Campaign 


HE trust world is fast finding itself in- 

volved in a mad scramble searching 
and advertising for new business. This is 
our great American heritage—our country 
has made itself the world’s most successful 
marketers—and advertising has played a 
key position. Today, trust companies are ad- 
vertising not merely to attract new bus- 
iness, they are doing it for self preserva- 
tion. With practically every trust institu- 
tion employing some means of advertising, 
it has become vital that the rest follow 
along to keep their more aggressive neigh- 
bors from getting the bulk of the better 
business. 

Of interest to all trust new business men 
are successful mail campaigns. The map- 
ping out of a series of trust mailing pieces 
is an arduous task. What approach should 
be used? How many pieces should be 
used? How frequently should one mailing 
follow another? Should they be illustrated? 
What subjects should the greatest space be 
allotted to? How much can be said at one 
time? ete. 

The Bank of America N. T. & S. A. of 
Los Angeles, has just completed a direct 
by mail campaign consisting of eight fold- 
ers, all illustrated, and a “Master Booklet.” 
The series entitled 


“Adventures in Estate Administration” 


is written in a chatty, narrative style which 
makes interesting reading. Comprised of 
human interest stories with a moral, the 
substance was all taken directly from the 
files of the trust department. This idea 
is gaining impetus among trust advertis- 
ing men as it not only gives a personal 
touch to driving the point across but does 
it from a standpoint of actuality and im- 
presses the value of experience. 

The mailing pieces were sent out about 
a month apart and each folder suggested 
writing for the master booklet, “Your Estate 
Today and Tomorrow.” 

We are reprinting a few paragraphs from 
each of the respective folders in the order 


in which they were mailed. Although there 
may seem to be a sameness to some of 
them, it is only the style they are written 
in, as each has its own particular purpose 
and admirably puts across the corporate 
fiduciary idea. 


The Value of Statewide Service 


“Assets of many estates are scattered over an ex- 
tensive territory. A man may live in one county of 
California and have investments in other counties ; 
some of them, perhaps, in distant corners of the State. 

“Take this example out of many that might be 
offered. A resident of a northern county named 
Bank of America as executor under his will. Among 
his realty holdings were a building and ranches in 
a distant southern county. These properties went at 
ance under the care of a local Branch of the Bank, 
acting in cooperation with the Branch in the county 
where the will was probated.” *** 


This story continued to point out how 
the skill of an experienced corporate fi- 
duciary with branches covering the state 
can render an unparalleled service. The 
following is the closing paragraph: 


‘‘Regardless of the form or the location of the as- 
sets of your estate, you will want to know more about 
the details of the various services of our Trust De- 
partment through a reading of our booklet “Your Es- 
tate Today and Tomorrow.’”’ Use the confidential 
envelope to request it.” 


Sara and her Guardian 


‘One of our Trust Officers grew reminiscent the 
other day. He leaned back in his chair, reflectively, 
and thus delivered his thoughts: 

was worth about $150,000, and 
was well along in years when his wife died. He sent 
for his sister, her husband and their children, so that 
his daughter Sara would receive a woman’s tender 
care. Sara’s aunt appointed herself Dictator around 
the house. Auntie’s husband took things’ easy. 
Auntie’s children went to college on Y ’s 
money, and Sara went to school on the wrong side 
of the tracks, 
must have had a premonition; he put 
his property in a private trust for Sara, and ap- 
pointed Bank of America as trustee. Soon afterward, 
Sara was an orphan. Auntie found her hands tied, 
itching palms and all, by the trusteeship. She 
threatened suit against us, claiming we had in- 
fluenced her brother and that he was incompetent. 
She petitioned for, and received, Letters of Guardian- 
ship over the person and estate of Sara. She then 
demanded that we pay her the entire income from the 
trust fund. Knowing the background of the case, I 
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told her she would receive a minimum amount unless 
she gave Sara the advantages to which she was en- 
titled. Then I did a little social service work with 
Sara.’ 







The trust officer relates the many per- 
sonal services and the sincere interest he 
took in Sara, the trials and tribulations 
he went through with her guardians and 
how in the end he had gained a real af- 
fection for Sara. 


. The Making of A Man 


“It is one thing for a boy to be courageously in- 
dependent; it is quite another for him to be a bully. 
Our Trust Officers are brought into intimate personal 
association with the members of the families we 
serve. Many of these are boys; and if we are to af- 
ford them the fullest possible service, we must go 
beyond the mere care of their capital. We must aid 
in the development of character, stimulating what is 
good, restraining what is harmful. An incident taken 
from our official experience may illustrate what we 
have in mind. Let the Trust Officer tell it in his 
own words:” 





























This complete story was printed on page 
549 of the May issue of Trust Companies. 
Continuing where the story part leaves off 
the folder says: 







“We are sure that every father with a boy of 
spirit will realize the value of a relationship like 
that. No Trust Officer, of course, can take the place 
of a parent; but his just ambition should be to go 
as far in that direction as he can ... to feel that 
he is part of a relationship that extends beyond prin- 
cipal and income, and whose real end is the personal 
welfare of the client served. One of the half-baked 
sayings that have been too widely accepted is the 
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statement that “corporations have no souls.” The 
man who originated that saying forgot that corpora- 
tions are merely groups of men, each one of them 
with a soul as sensitive and as responsive as that of 
other people. Banking corporations choose their 
Trust Officers not merely because they have souls, 
but because they have given evidence that theirs are 
sympathetic souls that will respond in most earnest 
effort for the welfare of those they serve.”’ 


Order Out of Chaos 


‘Sometimes a man’s enterprises will go beyond his 
ability to manage. Many a capable man gets too 
many irons in the fire. He may manage them fairly 
well while he is vigorous and active; but when age 
and infirmity come, or when one of those national 
disturbances that we call a panic or a depression ap- 
pears, he finds his task too much for him. His pos- 
sessions, too varied for him to manage capably, begin 
to suffer. 

“Bank of America was named Executor of this 
man’s Will. Among his holdings were an interest 
in a trucking company; an agency business for a 
light and power company; an agency for an express 
company ; an insurance agency; a city business block ; 
some vacant realty; a dairy with more than a hun- 
dred cows; two alfalfa ranches; a motor agency; 
leasehold interests in five hundred acres operated as 
farms or ranches. Of course, there were many debts 
in connection with these holdings; and at the time 
of his death, his assets were estimated at $90,000, 
while his liabilities were more than $105,000.” 


Out of this chaotic estate the trust de- 
partment worked out a plan whereby the 
widow was saved the bulk of the estate. 


The Problems of a Partnership 


“Suppose you were appointed to administer the es- 
tate of a friend, and you found the estate contained 
assets of $48,500, with current and contingent liabili- 
ties of $47,000. What could you do to protect your 
friend’s widow and his mother? 

“That situation occurred in Northern California. 
Bank of America National Trust and Savings Asso- 
ciation was Executor of the will. The result achieved 
through experienced and efficient management is a 
convincing answer to the question ‘‘Why should I 
name Bank of America National Trust and Savings 
Association as executor of my will?” 

“The estate consisted of partnership interests in a 
prune orchard and a butcher shop, undivided interests 
in several small ranches, common stock in unlisted 
corporations, a building and loan association deposit, 
part interest in urban real estate, and practically no 
cash. Liabilities consisted of personal debts, prom- 
issory notes, and personal undertakings in connection 
with the prune orchard. 

“There were other difficulties. The customer had 
married two years after making his will, and it made 
no provision for his wife. The widow became en- 
titled to half of the estate which was all separate 
property.” *** 


The intricacies and complications that 
arise out of partnerships are clearly shown 
in this piece. 


Handling A Tangled Situation 


“While good judgment suggests the need for making 
a will, it emphasizes the importance of naming an 
executor whose responsibility and experience will as- 
sure the faithful carrying out of the testator’s wishes 
for the protection of his family. 
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“Personal friendship or family relationship may be 
a false guide in the selection of an individual ex- 
ecutor. Our records reveal that in one such case the 
beneficiaries of a will showed sounder sense than did 
the man who made it. An individual executor had 
floundered along for years without reaching a settle- 
ment. Then someone became suspicious and caused 
some investigating to be done. Finally it was dis- 
closed that the executor had taken $10,000 out of the 
funds of the estate, leaving a tangled situation.” *** 


In this instance the bank was named ad- 
ministrator with the will annexed. The 
$10,000 was recovered. 

This paragraph, the last in the folder, 
gives a final warning against naming an 
executor for a personal favor. 





“Here is a lesson for will-makers. Personal regard 
caused this man to commit the fruits of his life-work 
to one who both neglected and abused his trust. The 
welfare of those who had to depend upon the estate 
for support was put in jeopardy. Had an executor 
been chosen upon the basis of responsibility, proved 
financial ability and demonstrated fidelity to every 
trust instead of mere personal favor, a considerable 
loss would have been avoided and a great peril would 
have been averted.” *** 


An Example of Skillful Trading 


“Most estates have at least a few prime invest- 
ments so carefully and prudently chosen that they are 
salable at will. Along with these, there may be oth- 
ers that are not so easily turned into cash. Business 
men often buy interests in enterprises whose stock 
is closely held. There is often excellent reason for 
such course; the man who makes the purchase may 
have a special relationship to the enterprise which 
assures him generous treatment. 

“But when an executor is confronted with the 
necessity of selling an interest in a closely held en- 
terprise, he is likely to experience some difficulty. In 
most instances he is at the mercy of the two or three 
people who control the rest of the ownership.” *** 


Free to Enjoy Life 


*‘“Join the Navy and see the world.’”” “See Amer- 
ica first.” Such slogans stir the blood and rouse the 
wanderlust. They had their effect upon a thrifty 
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citizen who had earned and saved enough to support 
himself and his wife in their later years. Dollars 
that had come hard to him, were not to be lightly 
spent; so his thrifty instincts turned him toward 
a sturdy little automobile with a trailer that would 
serve for living quarters as he journeyed along. He 
built this trailer for himself, and he hammered and 
wrought many a happy hour into its construction. He 
put his mind to work upon almost inconceivable con- 
centration of space, and he worked out many a handy 
contrivance that could add to his comfort. 

“When it was done, and the first leg of the tour 
had been planned, he went down to his safe deposit 
box at the bank to clip some coupons. As he went 
over the contents of his box, he began to realize 
that he had quite a few securities, and that each of 
them had semi-annual or quarterly coupons attached 
to it. ‘“‘This reminds me,” said he, “I may have to 
come home sooner than I want to, just to collect 
my income. I wonder if there isn’t some way around 


























Agency accounts were discussed here and 
a very effective answer to the above ques- 
tion was made. A literary style such as 
employed makes a dull subject of interest. 





Wins Essay Contest On Banks 


Although his home town of Magnolia, 
Ill., has no bank, Grant Lavern Snow, 18 
year old farm boy, won the 1,000 word 
essay contest on the subject, “The Func- 
tions of a Bank and Its Relation to the 
Community.”’ Announcement of the award, 
a scholarship at the University of Illi- 
nois, was made by Martin A. Graettinger, 
executive vice president of the Illinois 
Bankers Association, sponsors of the con- 
test. Second and third prizes were 
awarded respectively to Ernest Schlaret- 
ski, East St. Louis and Ralph Niemann, 
Central City. 















Open Horum 


A Clearing House of Fiduciary Views and Comments 


Readers of Trust Companies Magazine are invited to express opin- 


ions, suggestions and inquiries on matters of interest to fiduciaries, for 


Did It Succeed? 


Dear Sirs: 

May we have more articles by those in 
the front rank who will tell us in detail 
of their experiences in the trust company 
field; of plans that failed as well as plans 
that succeeded; and why, in their opin- 
ion, the result occurred? 

A. E. Steadman 


Exec. V. P. Cooke Trust Co., Ltd., Honolulu, 


Hawaii. 


An Individual Matter 


Dear Sirs: 

I have read your editorial: “A Self- 
Disciplined Profession”, with interest. 
As I grow older, I am uncertain whether 
I grow wiser or more cynical, but which- 
ever may be true, I have come to the 
conclusion that the question of whether 
or not the trust business is or is not a 
profession, and this applies equally to 
the banking business, is a matter of in- 
dividuals rather than of occupations. I 
know many lawyers, for example, or per- 
haps I should say I know of them, who 
certainly cannot be considered as en- 
gaged in a profession. I should say off- 
hand that the test is the attitude of 
mind of the individual toward his work. 
If he is thinking first and foremost of 
fees or remuneration of whatever kind, 
and secondly of the interests and wel- 
fare of his client, then whether he be 
doctor, banker, or lawyer, he is not a 
professional man. 


O. Howard Wolfe 
Cashier, The Philadelphia National Bank 





presentation and discussion in this department. 
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The Straight and Narrow 


Dear Sirs: 

I have read the editorial from the May 
issue of your magazine on “A Self-Dis- 
ciplined Profession.” 

I fully agree with the ideas expressed 
therein but it seems to me that you 
should emphasize the necessity of dis- 
cipline—something analogous to disbar- 
ment for violation of professional ethics. 
Unfortunately, human nature seems to 
be such that we cannot expect people to 
keep the straight and narrow path with- 
out fear of sanctions. 

Albert Hirst 


Counselor at Law, New York City. 


Ultimate Benefits 


Dear Sir: 

I was very much interested in your 
May editorial, “A Self-Disciplined Pro- 
fession.” There is no doubt in my mind 
as to the ultimate benefits to trust com- 
panies, as well as to the public using 
trust services which would result from 
adoption of professional standards. 

It occurred to me that you might find 
of interest several recent publications 
of the American College which present 
not only some of the problems which a 
movement of this kind is likely to meet, 
but also some of the directions in which 
it may move. The publications which I 
am sending are entitled, “The First 
Decade,” “C. L. U. Facts,” and “College 
and University Courses in Insurance.” 

Dr. David McCahan 


Dean, American College of Life Underwriters 
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A Different Problem 


Sirs: 

The article by Brig. General Charles 
G. Dawes in the April issue of Trust 
Companies is interesting and certainly 
the advice given as of late March or 
early April when stocks were much high- 
er than they are now, to sell stocks and 
invest in bonds was good, although as a 
matter of fact the bond market has gone 
down since that time almost as much as 
the stock market. The advice towards 
the end of the article that, 


“Many a trust estate will fare better in the 
long run by losing interest in keeping investment 
funds in cash until interest rates on prime se- 
curities have their inevitable rise, than by in- 
vesting in stocks at their present range of prices,” 


was certainly good as of that date. 

Whether stocks should be sold at their 
present mid-June prices for investment 
in bonds presents quite a different prob- 
lem. 


Edmund Platt 


Vice President, Marine Midland Group, Inc., New 
York. 


S.P.C.B. 
Sirs: 

While we are about it, perhaps we can 
found a new society (if the New Deal 
hasn’t used up all the letters of the al- 
phabet), such as the §.F.T.P.A.B.1.0.B. 
A.H.B.A.N.P.O.C.G.S.— (Society for the 
Proper and Benevolent Interpretation of 
Bankers as Human Beings and Not Pil- 
lars of Cold Gray Stone). 


Harold B. Kelly 
Publicity Dept., The Cleveland Trust Co. 


Is Stock a Security? 
Dear Sir: 


I have been intending to write you 
about the editorial, “Investment Lati- 
tude”, which appeared in the March is- 
sue of Trust Companies. I am afraid 
information was not correctly given you 
about the case pending in the Supreme 
Court on the subject of stocks. There is 
no thought in this proceeding to endeavor 
to make stocks legal investments. The 
only question is, in a will which provides 
that the Trustee has full authority to in- 
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vest in securities, does the word “securi- 
ties” include stocks? It has been a moot 
point here for many years as to whether 
a stock is a security, and the Trust Com- 
panies have taken different courses. We, 
for instance, under advice of counsel, 
have considered stocks as securities and 
have purchased them, whereas some of 
the Companies have taken a different 
course. 

This test brought by the Pennsylvania 
Company in our Orphans’ Court was to 
get a ruling on the subject, but I felt 
that your editorial did not quite grasp 
the situation. 

Jonathan M. Steere 

V. P., Girard Trust Co., Philadelphia. 


Sound Method 
Dear Sir: 

The article in the October, 1936 issue 
of Trust Companies on “Centralized Fa- 
cilities for Investment Portfolio Analy- 
sis’ is very interesting. It appears that 
the Savings Banks Trust Company is 
dealing with somewhat the same problem 
with which we are concerned, and it is 
operating along somewhat similar lines. 

We feel, of course, that the method 
adopted by the Savings Banks Trust 
Company is soundly conceived. 


H. C. Sauvain 
Director, School of Business Administration, In- 
diana Univ., Bloomington. 
0 
As of December 31, 1936, the various 
Government lending agencies had out- 
standing loans of one form or another 
totaling over eight billions of dollars. 





Theories or Facts? 


Who Will Guide Public Attitude Toward Banking 


H. A. LYON 
Vice President, Harold F. Strong Corp., New York 


HE banker must modify his point of 

view. Recently he has come at least 
to pay lip service to public relations 
work. He has agreed in speeches and 
articles that the good will of the public 
is an essential to the successful opera- 
tion of his own business and to the suc- 
cessful continuance of privately char- 
tered banking in this country. Much 
less often has he been willing to do any- 
thing about it. There is the classical in- 
stance of the very large bank in the East 
whose president always maintained that 
public relations was such an important 
function of the bank that he would en- 
trust it to no one but himself, while ad- 
mitting that he devoted to it none of his 
own time or thought because of the pres- 
sure of other matters. 


Who Will Tell Them? 


What specifically can the bankers do? 
First and foremost is the training of the 
employee—not only in bank operation, 
but in the proper treatment of the pub- 
lic. We all know that, on the average, 
90% of the contact of the public with a 
bank is through the employee. 

A bank actually occupies in its com- 
munity a position beyond that of custo- 
dian of the public’s funds and the grantor 
of local credit. To whom, if not to the 
bank, shall the public turn for informa- 
tion and guidance in their financial and 
economic thinking? Surely no one will 
deny that politics today is economics. No 
one will deny that citizens are being 
asked at the polls to settle questions of 
great economic importance. Where are 
those citizens getting their information? 
Is it from the responsible banks, trained 
and equipped to understand, or is it from 
the glib theorists who better understand 
and batten upon mass psychology? 


From address before Missouri Bankers Assn., 
May, 1937. 


Is there anything undignified or im- 
moral in the thought of a bank using all 
resources to obtain accurate information 
and to make that information available 
by every legitimate means to the citi- 
zens? The banks will have but them- 
selves to blame if the electors accept the 
theories of others and permit the coun- 
try to adopt what most of you believe 
will be unfortunate policies. It can doa 
bank no harm and much good—and it 
can do the country no harm and much 
good, if bankers as a group arrange for 
sound answers to be made available to 
the legitimate questions which are cur- 
rent in the field of finance and economics 
today. 

It may be difficult for one banker or a 
small group of bankers to do this, but 
there is no reason why it cannot be done 
as a cooperative matter. It may occur 
to you, as to me, that by the spreading 
of accurate information the banker will 
by inference explain exactly why banking 
must operate as it does and why current 
policies are sound. This indirect selling 
approach usually is much more potent 
as a goodwill builder than any claims a 
bank may make as to its soundness and 
excellence. 


Nothing to Say 


I have little patience with the philoso- 
phy of bankers which says that adver- 
tising is sufficient if it “keeps the name 
of the bank before the public.” If you 
follow that reasoning to its logical con- 
clusion, your mailing pieces would be 
your letterheads only. You might chalk 
your name up on boxcars and on board 
fences—that would be adequate. As a 
matter of fact we might carry the ab- 
surdity one step further and say that a 
robbery, a defalcation or even the fail- 
ure of a bank was good advertising be- 
cause, after all, it does keep the name 
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of the bank before the public. It may 
be worse than no advertising if it gives 
an impression that the bank has nothing 
interesting to say. 

Certainly there can be more deplor- 
able waste of the bank’s money than to 
spend it in unsound and unproductive 
advertising. One trouble with financial 
advertising, particularly up to recently, 
has been the habit of banks to talk in 
their advertising about the things that 
interest them. Taken in conjunction 
with the devotion to widespread display 
of bank statements, this might lead to 
the belief that a lot of bank advertising 
is done solely for the gratification of the 
officers and directors of the institution, 
not for results. 
to bank advertising as characterizes 
good conversation. The intelligent con- 
versationalist proceeds on the principle 
that the subject must be one in which the 
listener is interested. There is no great- 
er bore than the man who continually 
talks about himself—there is no more 
boring advertising than that which con- 
tinually stresses size, age and other evi- 
dences of smug self-satisfaction. 

At your door is a fact-hungry public 
waiting to know just what banking is 
designed to do, what part it plays in the 
economic life of the community—and 
willing to be told what a sound job 
banking has done. I suggest that this 
broad advertising might be done widely 
and continually, and that it would be bet- 
ter done jointly than by isolated indi- 
vidual banks for reasons of economy and 
effectiveness. It would more be the ef- 
fort of a group standing shoulder to 
shoulder against the common enemies— 
public distrust and public misunder- 
standing. 


Press Relations 


Another source of needless irritation 
in the past has been the relationship of 
banks with the press. I suspect that in 
the background there has been a feeling 
on the part of bank officers that the rep- 
resentatives of the press’ will not under- 
stand what they are talking about and 
therefore more harm than good will be 
done by publication. There are two pos- 
sible interpretations of any such feeling, 
the second being less complimentary to 


The same rule applies ~ 


WHEN NEXT 
YOURE IN 
WASHINGTON 


Enjoy the modern luxury of 
the Hotel Raleigh. It’s been 
done over from top to bottom. 
Bright, modern guest rooms 
set a new standard for com- 
fort. Diverting new restau- 
rants, including the glamorous 
Pall Mall Room, the capital’s 
smartest dinner and supper 
place. Rooms from $3.50. 


©. ©. SCHIFFELER, Gen. Mor 


the banker. For, in effect, it says that 
the banker distrusts his own ability to 
make matters intelligible to the press. 
There is probably also a certain re- 
sentment on the part of bankers, as with 
a good many other groups when news- 
papers fail to represent as accurately as 
they might the facts of a situation. They 
forget that they may have denied to the 
press the very information which would 
insure accuracy. In large banking cen- 
ters I am well aware that banks have 
made it a practice to keep aloof from 
the press. This is a mistake. A news- 
paper is in business to publish the news; 
if it does not, it forfeits its readership. 
If it can be easily influenced, that fact 
becomes quickly and unfavorably known. 
It must judge news on merit for that is 
the product which it sells. There have 
been instances of publicity men being 
made or broken on their ability to get 
stories into the papers or to kill them. 
That attitude has led newspapers often 
to distrust sources of financial informa- 
tion. It has made reporters cynical and 
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Complete trust 
facilities—plus special- 
ized organization—plus 
long fiduciary experi- 
ence. 


FIRST AND MERCHANTS 
National Bank of Richmond 
John M. Miller, Jr., President 
Member Federal Deposit Insurance Corporation 


therefore unsympathetic. Banks could 
be ready sources of information in the 
first place, and of news stories in the sec- 
ond, but those opportunities for news or- 
dinarily must be created out of such mat- 
ters as speeches by the bank officers, par- 
ticipation by bank representatives in 
civic, educational or charitable activities 
and so on, that when he talks to the 
press he is talking to his own type of 
mind. If the banker receives loan appli- 
cations and other opportunities to do 


business with some scepticism, remem- . 


ber too that the press is subjected to a 
vastly greater volume of just such influ- 
ences. They are as wary as any banker. 
I think that getting a bank loan and get- 
ting one’s name in the paper have equal 
difficulties. 

The record of the press in this coun- 
try for discretion and integrity is re- 
markable. Not unfrequently we have 
found that the best way not to get a story 
printed is to give the press every bit of 
information available so that they them- 
selves may see the damage which would 
be done by untimely publication of the 
story. In publicity matters, therefore, 
my suggestions can be reduced to sim- 
ple terms. Pay for your advertising, 
create every possible opportunity for 
legitimate news stories and give them to 
the press. If you are in doubt whether 
or not to talk to the press, talk, and talk 
freely. They will respect your confi- 
dence and you will simultaneously have 
opened up to them a source of informa- 
tion hitherto unavailable which can be 
of the utmost benefit in the interpreta- 
tion and presentation of news stories on 


economic and financial subjects. In too 
many banks decisions are made at the 
top and the public relations representa- 
tive ordered to make the announcements 
or do whatever is necessary to carry out 
the decisions. 

Let me close with a pertinent quota- 
tion from Abraham Lincoln: “Jn this 
and like communities public sentiment is 
everything. With public sentiment, 
nothing can fail; without it nothing can 
succeed; consequently he who moulds 
public sentiment goes deeper than he who 
enacts statutes and decisions. He makes 
statutes and decisions possible or impos- 
sible to be executed.” 


Georgia’s Tax Disadvantage 


The major portion of the work of your 
committee during the past year consisted 
of various conferences with members of 
the General Assembly in connection with 
bills introduced that either directly or in- 
directly clarified problems encountered in 
the administration of estates. Other bills 
that would have accomplished a like re- 
sult were not passed, due to the rush of 
business toward the close of the session. 

The question of taxation is of even 
more importance to institutions operat- 
ing trust departments today than it was 
two years ago, due to the fact that out- 
of-state banks and trust companies are 
now making active efforts to solicit busi- 
ness from residents of Georgia. In addi- 
tion, at least one state government is call- 
ing attention to the advantages to our 
citizens that would accrue by their mov- 
ing from Georgia. It is hoped that the 
Constitutional Amendments to be voted 
on June 8th permitting a revision of our 
tax laws will be passed, as this seems to 
be the only way by which our institu- 
tions can compete on a favorable basis 
with those of neighboring and competing 
states. 


J. C. Shelor, Trust Company of Georgia, Atlanta, 
as chairman of Committee on Trust Affairs. 


Announcement is made of the appoint- 
ment of Edgar B. Landis, trust officer of 
the Chemical Bank & Trust Company, New 
York, as a new member of the Committee 
on Trust Functions of the New York State 
Bankers Assn. 





Wills of the Month 


Francis F, Prentiss 
Industrialist 


Francis Fleury Prentiss, chairman of the 

leveland Twist Drill Company, began his 
career as a bank clerk in 1876 and three 
years later went into business for himself 
as ‘a manufacturer of locks. When he and 
his partner organized the drill factory it 
was located in a shack on the Cleveland 
flats; today the plant covers five acres in 
the heart of the city’s industrial area, with 
agencies in Europe, Japan, South America 
and Australia. 

In 1921 Mr. Prentiss gave $1,047,000 to 
St. Luke’s Hospital of Cleveland toward a 
building fund of $4,000,000. This was said 
to be the largest single cash gift ever made 
to a Methodist Episcopal institution. 

Mr. Prentiss named the National City 
Bank of Cleveland as executor of his will 
and as trustee of part of his estate. 


Henry Kohl 
Chain Store Founder 


Henry Kohl, founder, president and con- 
trolling stockholder of the National Grocery 
Company, named the Commercial Trust 
Company of New Jersey, Jersey City, as 
co-executor and co-trustee of his will. 

Mr. Kohl left $110,000 to employees of 
his grocery chain, his will revealed, be- 
quests ranging from $5,000 to $50,000. The 
chief beneficiary was his wife who was 
given all personal effects and was to re- 
ceive $75,000 annually. Charitable organ- 
izations, to which he gave more than 
$1,000,000 during the last ten years of his 
life, were also named as beneficiaries. 


Frank H. Lee 
Hat Manufacturer 


Frank H. Lee, founder and president of 
the Frank H. Lee Hat Company and its 
affiliates, named the City National Bank 
and Trust Company of Danbury, Conn., as 
co-executor of his will. 


Mr. Lee was truly a self made man. He 
began his career as a journeyman hatter, 
started his manufacturing on a small scale, 
and from such humble beginnings his com- 
pany became the country’s largest manu- 
facturers of felt hats. 

His leadership in the industry was recog- 
nized in 1927 when he was elected president 
of the National Association of Hat Manu- 
facturers. He was a founder and president 
of the Hat Institute. » 

A few months ago he announced that his 
business would henceforth be conducted on 
a profit-sharing basis with his employees. 
The Lee firm was the first in the history 
of the business to announce such a step. 


Arthur Williams 


Utility Executive 

Arthur Williams, retired vice president 
of the New York Edison Company since 
1928, left an estate estimated unofficially 
at more than $1,000,000. Mr. Williams 
served the great utility corporation for 
forty-three years, rising to his executive 
position from a repairman’s assistant. 

Mr. Williams was a humanitarian who 
never lost interest in the personal side of 
industrial problems. In the field of indus- 
trial safety he became the first president 
of the American Museum of Industrial 
Safety, and it was largely through his ef- 
forts that railroads and other utilities 
joined in the campaign to promote safety 
for their workers. 

The Bank of New York and Trust Com- 
pany was named in Mr. Williams’ will as 
executor and trustee. 


Dr. Paul Elmer More 
Philosopher, Critic and Editor 


Dr. More was internationally known as a 
literary critic and philosopher. In associa- 
tion with the late Professor Irving Babbitt 
of Harvard he led the critical movement 
known as the New Humanism. For more 
than fifteen years he taught at Princeton 
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and Harvard Universities and Bryn Mawr 
College, while for a similar period he 
served in editorial capacities on various 
publications, chief of which was The Nation. 


Dr. Harold W. Dodds, president of 
Princeton, said of him: “One of the great- 
est scholars of the times, Dr. More did not 
live in a closed world, but gave freely of 
himself, transmitting his opinions with a 
lucidity which was a constant inspiration 
to his colleagues.” 


Under the terms of Dr. More’s will, the 
Princeton Bank & Trust Company, Prince- 
ton, New Jersey was named executor. 


William A. Boring 
Architect 


William A. Boring, dean of the Columbia 
University School of Architecture, named 
in his will the Guaranty Trust Company 
of New York as executor of his will. 


Dean Boring had been head of the school 
from 1915 to 1933. During his administra- 
tion the school was enlarged, the registra- 
tion expanded, courses were correlated and 
new courses started. He was an architect 
in Los Angeles in the late eighties, design- 
ing the Los Angeles Times Building, the 
University of Southern California and 
many hotels and schools. Later he prac- 
ticed in New York where he designed the 
United States Immigration Station at Ellis 
Island and many other notable buildings in 
the metropolitan district. 


Mr. Boring was a founder and first pres- 
ident of the Society of Beaux Art Archi- 
tects and a founder and treasurer of the 
American Academy in Rome. 


John B. Hannum 
Orphans’ Court Judge 


Judge John B. Hannum, a member of the 
Delaware County Orphans’ Court bench 
since 1921, had during his life served as 
District Attorney of Delaware County and 
as a member of the Chester City Council. 
He was an active figure in political and 
civic movements in his part of the state 
for the greater part of his life. His will 
stated that all funds were to be invested 
in legal investments but no investments 
were to be made in mortgage pools or divi- 
ded mortgages. 


Chester- 


Judge Hannum appointed the 
Cambridge Bank & Trust Compeiny of 
Chester, Penn., as trustee of his estate. 
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Paul B. Boden 
Hotel Executive 


Paul B. Boden was associated with John 
McEntree Bowman, head of a hotel chain. 
Prior to his connection with Mr. Bowman 
he was manager of the old Manhattan Hotel 
of New York. Mr. Boden was host several 
times to President McKinley at the Hotel 
Manhattan. 

During the world war he served as chief 
advisor to the Hotel, Restaurant, Dining 
Car and Steamship Division of the United 
States Food Administration. King Albert 
of Belgium decorated him with the Order 
of the Crown with Gold Palms in 1921 for 
his work in the rehabilitation of Belgium. 

Mr. Boden appointed the Fifth Ave. Bank 
of New York as executor of his will. 


Edward G. Hanlon 
Baseball Pioneer 


Edward G. (Foxy Ned) Hanlon, pres- 
ident of the Baltimore City park board, 
was among the few remaining Baltimore 
Orioles that he led to three consecutive Na- 
tional League championships in 1894-5-6. 
When the Baltimore frenchise was shifted 
to Brooklyn, Mr. Hanlon shifted with it 
and won two more pennants in 1899 and 
1900. He received the highest salary ever 
paid a manager up to that time. He took 
over the Cincinnati club in 1905 at a still 
higher salary and remained there until his 
retirement two years later. 

Mr. Hanlon named the Safe Deposit and 
Trust Company of Baltimore as trustee un- 
der his will. 

—+——- -+- -}— 


Reciprocity 


C. H. Meredith, popular Elizabeth, N. J. 
banker tells this one and vouches for its au- 
thenticity: 

A certain bank had been losing money in 
spite of efforts at economies and business 
building. The president finally called in the 
two vice presidents and, explaining the sit- 
uation, asked them each to submit their 
recommendations as to how it could be im- 
proved. There was one -stipulation—they 
should not talk it over, but arrive at their 
decisions independently. 

The next morning the two memoranda, in 
envelopes, were on the president’s desk. 
Both suggested that the bank could do with- 
out the services of the other vice president. 
At last reports the president was consider- 
ing acceptance of both recommendations. 





Protection of Beneficiaries and Trustees 
Value of Statutes and Federal Regulation 
W. T. VANDOREN 


Vice President and Cashier, Liberty National Bank, Washington, D. C., 
and former National Bank Examiner 


T is very apparent that the law has 

provided more protection for the 
beneficiary of a trust estate administered 
by a bank than it has for the ordinary 
depositor of that bank, and rightfully 
so. The average depositor may deal 
with the bank of his own choice. He 
may, if he cares to, follow the progress 
of his bank through its published re- 
ports of condition. He may even trans- 
fer his account from one bank to another, 
if he so desires. 

But the beneficiary of a trust estate is 
in an entirely different position. In the 
majority of cases he had nothing to do 
with the selection of the trustee bank, 
nor can he, in many cases, transfer the 
account in which he is interested to the 
trust department of another bank. Bene- 
ficiaries include persons of unsound mind, 
minor children, elderly people suffering 
with infirmities of old age, and often 
others who, for one reason or another, 
are incapable of looking after their own 
affairs. 

Banks are examined, primarily, in the 
public interest, to afford greater protec- 
tion to depositors. Beneficiaries of trust 
estates are given further protection un- 
der existing laws, which require, in the 
case of national banks, that trust funds 
deposited in the banking department of 
the trustee bank be secured by a pledge 
of high grade bonds. Governing regula- 
tions also stipulate that trust assets shall 
at all times be under the joint custody 
and control of at least two bonded offi- 
cials or other employees designated by 
the board of directors. Furthermore, in 
many jurisdictions, corporate fiduciaries 
are required to deposit securities with 
state or other authorities to insure the 
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faithful discharge of their duties as trus- 
tee. In our own city, each bank exercis- 
ing trust powers must deposit with the 
Comptroller of the Currency, acceptable 
securities equal to at least 25% of its 
capital. 

The fact that the law has done so much 
to protect the interests of beneficiaries 
does not, in my opinion, obviate, or even 
diminish, the necessity of adequate su- 
pervision over trust departments. To 
the contrary, it emphasizes the impor- 
tance of thorough and comprehensive 
trust department examinations. 


Supervisory Policies 


Supervision is maintained through pe- 
riodic examinations of trust departments 
conducted by examiners appointed by, 
and working under the direction of the 
Board of Governors of the Federal Re- 
serve System, the Comptroller of the Cur- 
rency and the Federal Deposit Insurance 
Corp. The examiners are selected be- 
cause of their individual qualifications 
and acumen in trust work. In order to 
insure uniformity of procedure by dif- 
ferent examiners, a manual is furnished 
each man for his guidance in the per- 
formance of his duties. Through the 
courtesy of the Federal Deposit Insur- 
ance Corporation I quote excerpts from 
Chapter I of the manual recently pre- 
pared by that Corporation for the use of 
its trust examiners. 

“The purpose of an examination is twofold: 

(1) To reflect accurately the condition of the trust 

department and (2) by calling attention to mat- 

ters which need correction, to assist the institu- 
tion’s oflicers in improving its condition. Every 
examiner should bear this second phase in mind 

and should consequently attempt to reach a 

friendly working basis with the institution’s offi- 

cials in order that he may be in a better position 
to obtain cooperation when constructive criticism 


is offered. In examining a trust department, the 
examiner will plan the examination in order to 
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determine that all trust assets delivered to the 
trust department are intact and are held in a 
fiduciary capacity. He should so far as possible 
determine that income due to trusts has been 
collected, distributed or accounted for, and that 
distributions of principal have been properly made. 
A trust department is operated primarily for 
profit and therefore the examiner will ascertain 
that its earnings are properly accounted for. 
Upon completion of the examination, the exam- 
iner may determine with accuracy whether or not 
the department has been managed efficiently and 
in conformity with the provisions of law.” 


Similar instructions have been given 
examiners working under the direction 
of the Board of Governors of the Federal 
Reserve System and the Comptroller of 
the Currency. 


Accomplishments of Regulation 


It has been my observation that thor- 
ough examinations of trust departments 
have been conducive to, and have resulted 
in: 

1. Adoption of sound and uniform pol- 
icies by trustee banks. 

2. Elimination of dangerous practices. 

3. Improvement and standardization 
of forms. 
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4, Additional protection to beneficia- 
ries. 


5. Greater confidence in fiduciary 
banks on the part of the public. 


Where the trust requirements of any 
given community are or may be adequate- 
ly taken care of by existing corporate 
fiduciaries, it would, of course, be both 
unwise and unprofitable to establish addi- 
tional trust departments. In the belief 
that the trust field offered possibilities for 
increased earnings, many national banks 
rushed in with little thought of the prob- 
able volume of trust business available. 
However, there will be very little of this 
rushing in the future, for the Board of 
Governors of the Federal Reserve Sys- 
tem, in its Regulation F, has notified us 
that it will, in passing upon applications 
to exercise trust powers, give special con- 
sideration to the sufficiency of the bank’s 
capital and surplus; to the needs of the 
community for trust service of the kind 
applied for and the probable volume of 
such trust business available to the bank; 
to the general condition of the bank, and 
the character and: ability of its manage- 
ment; to the qualifications and experience 
of the members of the proposed trust in- 
vestment committee and of the proposed 
executive officer or officers of the depart- 
ment; and, finally, as to whether the bank 
has available competent legal counsel to 
advise and pass upon trust matters when- 
ever necessary. 


I should like to pay tribute to those 
fine gentlemen who so ably serve our re- 
spective institutions as trust officials, by 
telling a yarn. It seems that Mr. Jones, 
a trust officer, suffered a nervous break- 
down as the result of over-work. His 
physician advised him that his brain was 
literally worn out, and that it would be 
necessary to have it removed and re- 
paired. “Just leave it here in the hos- 
pital,” said the doctor, “and in about two 
weeks, when we have it in good order, we 
can put it back in place.” After several 
weeks Mr. Jones received a ’phone call 
from the doctor advising him that his 
brain was in excellent working order. 
“Well,” replied Mr. Jones, “to tell the 
truth, I don’t need it any more, I’ve been 
transferred to the banking department.” 












Comparison of Security Yields 
Results of Analysis by Types and Maturities 


SAMUEL H. ROGERS 


Asst. Trust Officer, Northwestern National Bank & Trust Co., Minneapolis 


HE investment manager of a bank 

or insurance company apparently 
has the fairly simple task of overseeing 
but one portfolio of securities. He has 
but one Board of Directors, one set of 
taxes and a somewhat forseeable matter 
of liquidity against which to make his 
selections. The trustee, on the other 
hand, has thousands of portfolios con- 
taining thousands of issues, many in odd 
lots. 

He literally has to serve hundreds of 
boards of directors in the form of co- 
trustees, life and contingent beneficia- 
ries, and be intimate with thousands of 
different tax situations, plus the definite 
information relative to a multitude of re- 
quirements for special distributions and 
needs for liquidity depending upon com- 
pletely unpredictable events. The trus- 
tee further must somehow show earn- 
ings and asset preservation—satisfactory 
not to but one set of stockholders as a 
group, but to thousands as individuals. 

About six months ago, we made a care- 
ful investigation of all available fixed in- 
come media for trust investment. U. S. 
Governments, of course, were easily 
analyzed and the yields daily available. 

Public Utilities: In the field of public 
utilities we examined every operating 
property of any size, in every state, and 
measured each publicly outstanding se- 
curity as to our requirements of quality. 
The result was a comprehensive list of 
some 104 issues that, from cursory exam- 
ination, measured up to the standard set. 
We secured current market quotations 
on the list and discovered that 54 were 
selling considerably above a no yield 
basis to the first call date. We then 
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divided the remainder according to ma- 
turities with a result about as follows: 


No. Avg. 
Issues Maturity Yield 
6 1 to 5 years 1.2% 

4 5 to 10 years 2.0% 

8 10 to 15 years 2.6% 

3 15 to 20 years 3.57% 

29 beyond 20 years 34% % 


Railroads: In the rail field we exam- 
ined each publicly outstanding security 
of every major solvent railroad system 
and found according to our standards 
125 issues of some 18 systems that might 
be suitable for trust investment. It was 
difficult to find current markets on a 
great number of the smaller and older 
issues, the majority of which were re- 
siding in apparently permanent institu- 
tional homes. Our calculations resulted 
in the following findings: 11 of the is- 
sues were selling considerably above a 
no yield basis to the first call date 


No. 
Issues 


Avg. 
Yield 
1.2% 
2.25% 
3.0% 
8.20% 
3.55% 


Available offerings of high grade 
equipment trusts also were disappoint- 
ing inasmuch as the yields offered va- 
ried only slightly from that available on 
U. S. Government securities. 

Municipals: The municipals presented 
a much more difficult problem. From 
current offering sheets for a consider- 
able period we selected 60 representative 
issues which, from information at hand, 
apparently met our requirements for 
trust investment. Serial maturities, al- 


Maturity 
1 to 5 years 
5 to 10 years 
10 to 15 years 
15 to 20 years 
beyond 20 years 
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most without exception, were found to 
yield less than that on outstanding U. S. 
Government issues. 


Aver. 
Yield 
1.91 
2.13 
2.53 
2.12 
2.67 


Aver. 
Mat. 
li yr. 
13 yr. 
17 yr. 


No. Coupon 

States Issues Rate 
New England 7 2%% 
Eastern 18 3%% 

Southern 8 3.60% 

Middle West 20 3.20% 14 yr. 

Far Western 7 8.70% 17 yr. 


Industrials: We did not attempt a 
thorough analysis of the field of indus- 
trial obligations but did attempt to se- 
lect certain issues which, on a quality 
basis, in our opinion compared favorably 
with the bonds selected in the other cate- 
gories, searching particularly for those 
having shown stability of both market 
and earnings over the period of the past 
10 years and favoring those issues with 
relatively heavy sinking funds. The re- 
sults here of the scattered search offered 
very little in the way of return over and 
above that available on the other high 
grade securities examined. 


Mortgages: In the mortgage field an 
examination of our experience for a 


number of years showed that small con- 
servative loans on owner occupied resi- 
dences with reasonable amortization pay- 
ments had proven to be sound and good 
yielding investments, where marketabil- 


ity was of secondary importance. In all 
instances careful examination of the 
property and the credit standing of the 
borrower were made by members of our 
own staff. Nevertheless, the limited 
amount recently available at suitable 
rates has prevented their use to an ex- 
tent sufficient to answer any large por- 
tion of the current problem of new funds. 


Conclusions: The findings of the en- 
tire search were far from encouraging 
to those who wished to improve the cur- 
rent yield on trust investments for the 
immediate present. We found that the 
returns on highly marketable U. 8. Gov- 
ernment securities, after deducting our 
present state money and credits tax, 
were, in most instances, as good or bet- 
ter than that available on other types of 
securities. 

Past experience, and our recent study, 
touching as it did at least in a prelim- 
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inary manner on the historical market 
and earnings record of an enormous 
number of issues and companies, have 
convinced us that the best general policy 
is to follow the old fashioned prudent 
formula. This prompts us, in the ma- 
jority of instances, to select primarily 
those securities which by all possible 
measurements are of the highest quality, 
and to attempt insofar as feasible to 
spread the maturities evenly over a pe- 
riod of years, thereby insuring cash for 
reasonable liquidation needs ‘without sac- 
rifice, and more important, the oppor- 
tunity of reinvesting a portion of the 
funds each year, thereby providing an 
average return over the entire period; 
diversification, industrially and _ geo- 
graphically, is also assuredly desirable. 


Branch Banking Condemned 


The mounting wave of criticism of Sen- 
ator McAdoo’s bill permitting the estab- 
lishment of branch banks throughout a 
Federal Reserve district is typified by a 
letter of H. M. Chamberlain, president, 
State Bank Division, A.B.A., to members 
of the division. Referring to the provi- 
sion that the state laws must authorize 
establishment of branches of banks or- 
ganized under its laws, Mr. Chamberlain 
wrote: 

“The seeming fairness of the language 
should not blind us to its insidious na- 
ture. State permission for the establish- 
ment of branches of its own banks within 
its own state borders has no relation what- 
ever to state permission for the establish- 
ment within its borders of branches of a 
bank from outside of that state. 

“The Bill, if enacted, would destroy 
state autonomy in banking. 


“It should be opposed vigorously and 
promptly by every state bank and by 
every unit national bank.” 

Opposition to the proposal came also 
from the executive committee of the Na- 
tional Association of Supervisors of State 
Banks. Pennsylvania’s Secretary of Bank- 
ing, Luther A. Harr, who is chairman of 
the committee, commented thus: 

“This type of branch banking would 
mean a fold-up of the state system. It 
would lead to country-wide branch bank- 
ing with the financial power in control of 
comparatively few men. It is undemo- 
cratic.” 





Women Want Investment Advisors 


A Tip to Trust Officers From Country Bank Contacts 


MRS. L. C. WRIGHT 
Blackwell, Okla. 


T is instinctive, traditional, with wo- 

men to believe that finance is man’s 
own particular province. They know 
that money, in all its many ramifications, 
the wise investment of it, is baffling even 
to a lot of men. 

Woman may excell man in some fields 
but when it comes to her money, she 
wants a man to tell her what to do with 
it. And this attitude is not due to sex 
prejudicial barriers. Women lecturers, 
special advertising, may lure woman’s 
business but the woman who manages her 
own financial affairs doesn’t want to deal 
with a woman as financial adviser. 

It is a little ridiculous to say that 
three-fourths of the money in the coun- 


try is in woman’s hands when a great 


part of it is only in her name. The ac- 
tual use, the investment of it, is in a 
man’s hands, her agent, her lawyer, or 
her manager. Of course, I refer to the 
women of great wealth. In most cases, 
this woman only suggests or recommends 
to her manager and then signs on the 
dotted line, trusting everything to the 
judgment of the man she has employed. 


The Neglected Group 


Why should the banker plan any 
special campaign to reach this group of 
women? The money is already in his 
hands. It is not here that he is falling 
down. 

And the woman who earns her money, 
in the higher brackets, who really man- 
ages her finances, suffers for no lack of 
contact with the banker. She is intelli- 
gent on financial matters. She wants no 
special consideration, no woman to deal 
with her because man doesn’t “under- 
stand” her. She knows her capacities, 
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her limitations, as well as her inexpe- 
rience in finance. 

But there is another group farther 
down in the business-intelligence scale— 
the largest of all: the single women and 
widows of means, usually by inheritance. 
It is this group the city banker is ignor- 
ing. She is even more dependent on men 
than her intelligent working sister. In 
the small towns she depends on the bank- 
er for advice on anything of a monetary 
nature. In the cities the banker is not 
playing financial-nurse to a bunch of 
helpless females. If she has not bor- 
rowed, she scarcely knows a bank officer. 
She’s vaguish on the trust and invest- 
ment departments. To her, a bank is use- 
ful only as a place for her savings or 
checking account. Certainly she doesn’t 
feel free to go into a large bank and take 
the time of a bank officer in discussing 
her investment problems. 


In the medium sized banks she is usual- 
ly only an account, a number. In the 
very large, if her business if of sufficient 
importance, she may go to a special de- 
partment and get assistance. But it is 
only in the small towns that women of all 
classes, of all grades of intelligence, with 
any amount of money, will ask investment 
advice of a bank officer. 


The Big City Problem 


It is easy to see why, in the cities, this 
woman becomes the natural prey of all 
kinds of grafters, a victim of her well- 
meaning men friends. The insurance 
companies would be amazed if they knew 
how much of the money they pay annu- 
ally to women is gobbled up by deliber- 
ate grafters. This, I think, illustrates 
the point that women trust men so com- 
pletely when it comes to money, they’ll 
trust any kind. 
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As large banks are set up now, the 
average woman-investor would be a nui- 
sance. But, remember, the woman who 
earns in the higher brackets and the 
small woman-investor are in the majority 
now. They have far more money than 
the few women of great wealth. Wo- 
man is beneficiary of 80% of the life in- 
surance. She inherits 70% of the es- 
tates of men, 64% of those left by wo- 
men. 

“Oh,” you say, “we have a tremendous 
business among women.” That may be 
true, but you aren’t getting the majority 
of business among the largest group of 
women investors for a definite reason— 
lack of contact and because you are not 
prepared to handle it. 


The country banker will go on play- 
ing financial-nurse to all the women in 
his community who have money to in- 
vest. He has a small institution. He 
can’t do otherwise. He has no trust, no 
investment departments. Good will is 
all he’ll ever get out of it. 


How To Get the Business 


But there is a solution of the woman 
problem for the large banks—if they 
want to take it. Investment consul- 
tants! It’s the perfect answer to a bank- 
er’s prayer if he wants more of woman’s 
business. 


It will take away the atmospheric chill 
the average investor feels in its environs, 
make it as helpful and comfortable as a 
country bank. And it’s the same thing, 
in a specialized way, that the country 
banker has always done. The idea of in- 
vestment consultant in a bank is as sound 
as the necessity of a clinic for a hospital. 
And I’d like to remind the banker that 
the person who goes through the clinic 
of one hospital seldom goes to another 
for an operation. 


This type of service will bid for, and 
get, volume business. And certainly if 


the trust officers, in order to make trust 
accounts available for more people, can 
do collective investing to make it pos- 
sible, something of the same kind can 
be worked out for the average woman- 
investor who wants to invest her money 
safely through the hands of her banker. 
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Real Estate Problems 


A tripartite symposium on realty prob- 
lems at the meeting of the Trust Com- 
pany Section, Pennsylvania Bankers As- 
sociation, on May 27, produced some in- 
teresting viewpoints in answer to three 
specific questions. The first: “What 
procedure do you follow in handling real 
estate as mortgagee in possession when 
defaults have occurred?” was answered 
by John H. Dillen, president, Altoona 
Trust Co., Altoona, who declared that his 
bank endeavored to secure the consent of 
the mortgagor to act as agent for the 
property. If this failed, necessary legal 
action is taken to obtain possession. 


The second query was “What sugges- 
tions do you make as to the handling of 
real estate after you have acquired it for 
trust estates by foreclosure or by deed: 
(a) in the rehabilitation of properties; 
(b) obsolete properties; (c) properties 
in changing or shifting sections; (d) 
with reference to three to eight-story 
buildings on narrow lots in business sec- 
tions?” Vincent P. Schneider, manager, 
real estate department, Peoples-Pitts- 
burgh Trust Co., Pittsburgh, stated in 
reply that the first step is a thorough in- 
spection of and a written report on the 
property. He recommended razing loft 
building which did not produce enough 
income to pay their taxes and in their 
place modern structures could be erected. 
This would in addition create greater de- 
mand for the remaining lofts. 


The final inquiry was conducted by 
Herbert O. Frey, vice president, Pennsyl- 
vania Co. for Insurance on Lives and 
Granting Annuities, Philadelphia: ‘Is 
real estate obtained by foreclosure to be 
treated entirely as a problem, or does it 
present certain opportunities, and to 
what extent is a trustee justified in ex- 
ercising his imagination and his judg- 
ment in dealing with these opportunities 
without being speculative: 


“A—The pressure to sell as against 
your judgment to retain for a 
better market; 


“B—The attitude of the Court having 
jurisdiction; 
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“C—tThe attitude of beneficiaries; 
“D—tThe effects of inflation.” 


He urged trustees to use their imag- 
ination where property was so situated 
and its condition such that imagination 
would materially aid in recovery a large 
proportion of the investment. In an- 
swer to “A”, Mr. Frey said there is pres- 
sure but generally there is greater pres- 
sure by beneficiaries not to sell when 
the trustees advice is to sell. As for 
“B”, courts prefer to render their opin- 
ions after the trustee has acted. The 
trustee’s judgment as to the fair thing 
to both life tenants and remainderman 
is the best answer to “C.” Finally, in- 
flation will give trustees an excellent 
opportunity in many instances to reap 
profits on foreclosed properties. 


~ 0 


Ten Points for Estate 
Conservation 


Ralph Armstrong, tax attorney of the 
Massachusetts Mutual Life, addressed 
the members of the Rochester, N. Y. Life 
Insurance-Trust Council at their annual 
dinner held in May. 

Mr. Armstrong stated that he felt the 
Social Security Act would prove inade- 
quate and that additional support would 
be necessary for most people. He sug- 
gested we lay aside “all thoughts of get- 
ting by with clever schemes and novel 
theories.” 

He laid heavy stress on how the life 
policy and the trust were complimentary 
to one another. He pointed out how im- 
portant a factor taxation is becoming in 
estate shrinkage and predicted that soon 
the middle class as well as the rich would 
feel the increasing burden of taxation. 

Mr. Armstrong explained a ten-point 
program of tax and estate conservation, 
as follows: 


1. the taxpayer’s estate’s $40,000 insur- 
ance exemption; 2. the gift tax exemptions; 
3. a long term or lifetime program of gifts; 
4. the elimination of the second estate tax 
on property passing through two or more 
hands at intervals exceeding five years, by 
life insurance benefits or testamentary 
trusts; 5. elimination of tax disadvantages 
in jointly owned property by a testamentary 
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trust or outright division of the property. 
6. Special powers of appointment under a 
will, which are not taxable by the Revenue 
Act even though exercised by the bene- 
ficiary; 7. Making the trust irrevocable if 
created for transfer purposes; 8. the use of 
life insurance and the life insurance trust 
to provide liquid funds for estate and in- 
come tax purposes and for administration 
costs and expenses; 9. the reduction of the 
income tax burden by a proper and reason- 
able distribution of the taxpayer’s prop- 
erty, with some qualifications; 10. the large 
group of business trusts and plans, such as 
stock purchase trusts, pension trusts, profit- 
sharing and stock and bonus plans, 


a 


A.I.B. Elects 


Frank R. Curda, assistant vice president 
City National Bank and Trust Company 
of Chicago, Chicago, Illinois, was elected 
president of the American Institute of 
Banking Section of the American Bankers 
Association, at the Institute’s convention on 
June 11, and William F. Barlow, cashier 
The National Citizens Bank, Mankato, Min- 
nesota, was chosen vice president. The fol- 
lowing were named to the Executive Coun- 
cil: John L. Barnes, assistant trust officer 
The Huntington National Bank, Columbus, 
Ohio; John B. Laplace, Jr., assistant man- 
ager credit department Whitney National 
Bank of New Orleans, New Orleans, Louis- 
iana; Russell C. Lemmon, assistant cashier 
and assistant trust officer The Farmers 
and Merchants National Bank of Los An- 
geles; and David E. Simms, accountant Fed- 
eral Reserve Bank, Salt Lake City, Utah. 





Improving Trust Service 


Report of the Committee on Trust Functions, New York State Bankers 
Assn., May 28, 1937 


Y far the greatest single achieve- 

ment during the past year has been 
the advancement of the Common Trust 
Fund idea. [Became law with signature 
by Gov. Lehman on May 27, 1937.] The 
chairman of our sub-committee, John T. 
Creighton, has in this connection per- 
formed an outstanding service which 
should eventually benefit numberless 
beneficiaries of small trusts which in all 
fairness are entitled to the same wide 
diversification and close supervision of 
investments and therefore the same pro- 
tection, both of capital and income, as 
the larger trust. Your committee has 
done all in its power to promote the 
Common Trust Fund idea, realizing that 
trust institutions everywhere are inter- 
ested in improving their service to small 
as well as to large trusts. This new ve- 
hicle for service should be carefully stud- 
ied by all concerned in order that its 
benefits may be realized as quickly as 
possible. 

The work of our sub-committee on 
Fees and Costs deserves special mention. 
This sub-committee, under the chairman- 
ship of William A. Read, is now engaged 
in making a survey of income and ex- 
penses in approximately twenty-five trust 
departments of members of the Associa- 
tion. These members were selected to 
include trust departments of various 
sizes located in all parts of the State. It 
is obvious that the more uniformity of 
policy and practice there is on this sub- 
ject, the better we shall be able to serve 
the public along sound and progressive 
lines. 

Our sub-committee on Legislation of 
which Andrew Wilson, Jr. is chairman 
has kept in close touch with legislative 
developments. Our sub-committee on 
Mortgage Investments headed by S. G. 
Easterbrook has made studies of this im- 
portant problem for future use but is not 
prepared at this point to offer definite 


recommendations. Our sub-committee 
on Investment Laws and Procedure of 
which John W. Remington is chairman 
has acquainted itself thoroughly with the 
problems raised by our present statutes 
in the light of new investment develop- 
ments and has held several important 
conferences with State officials and oth- 
ers, all of which progress should be of 
distinct value whenever the time comes 
to take up this problem in formal man- 
ner. Our sub-committee on Interest 
Rates, headed by A. C. Livingston, as the 
result of a questionnaire directed to the 
entire membership of the Association 
prepared a careful study and _ report 
which may be obtained upon request. 
Their conclusion, which was confirmed 
by our committee, was to the effect that 
no specific recommendation for any modi- 
fying statute should be made at this 
time. In all, twenty-three separate trust 
executives, attorneys and bank directors 
have served on our committee and sub- 
committees, representing about as many 
different institutions in both metropol- 
itan and up-state areas. 

The value of up-state meetings with 
trust and banking executives has again 
been demonstrated by those held in AI- 
bany and Rochester during the year. In 
both cases the afternoon was given to the 
discussion of trust problems led by chair- 
men of our sub-committees and the even- 
ing was given to a dinner attended by 
bank executives, directors and trust men 
and women. Benefits in the form of bet- 
ter understanding, closer cooperation and 
renewed interest have been so outstand- 
ing that we recommend this important 
feature of the Committee’s program be 
continued year by year until it has 
reached every corner of the State. Three 
important by-products of these meetings 
have been the recognition of up-state 
problems which in some respects differ 
from those in the metropolitan area, the 
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enlistment of keener interest on the part 
of bank directors and executives in the 
commercial departments and the arous- 
ing of public interest in trust services 
through newspaper and other publicity. 

Your committee believes that the 
steadily increasing interest in trust mat- 
ters on the part of the public and the 
renewal of a desire on the part of many 
individuals to better arrange their es- 
tate affairs, foreshadows a real forward 
movement in the trust business. It is 
now obvious that the trust as an instru- 
ment of protection and service has prov- 
en its ability to survive both prosperity 
and depression. Even in those cases 
where institutions failed, the trusts in 
their keeping survived by the appoint- 
ment of successor trustees, showing that 
the trust under corporate management is 
well-nigh indestructible. During the 
depression thousands of individuals and 
families were sustained by regular and 
dependable income from trust sources 
due to the foresight of testators and liv- 
ing grantors. 

In the period of reconstruction through 
which we are now passing, the corporate 
trustee has the opportunity to demon- 
strate again its ability to meet changing 
conditions and circumstances and to take 
its place as the foremost agency in the 
conservation of estates and in the pro- 
tection of individuals and families. How- 
ever, the need of study and intensive re- 
search on every problem is greater than 
ever and we must continue in diligence 
and with an eye single to the interests 
of the public, whom we serve, to keep 
fully abreast of the times. 


William H. Stackel, Security Trust 
Co., Rochester, Chairman. 


Tennessee Fiduciaries Elect Officers 


New officers of the Fiduciary Section of 
the Tennessee Bankers Association were 
elected at the recent meeting held in Nash- 
ville. 


The officers are: president—Charles F. 
Lovell, vice president and trust officer of 
Commerce Union Bank, Nashville; vice 
president—G. G, Foskett, cashier, Southern 
Trust Company, Clarksville; secretary—H. 
Grady Huddleston of Nashville. 


THE WASHINGTON 
LOAN AND TRUST 
COMPANY 


WASHINGTON, D. C. 


Pioneer Trust Company of the Na- 
tion’s Capital, rendering a world- 
wide fiduciary and financial ser- 
vice. 


Member Federal Reserve System and 
Federal Deposit Insurance Corporation 





Joseph White Speaks in Oklahoma 


Joseph W. White, trust officer, Mercan- 
tile-Commerce Bank and Trust Company, St. 
Louis, was guest speaker at the Oklahoma 
Trust Companies Association’s meeting held 
in May. A question and answer period was 
held by Mr. White directly after his talk. 

Officers for the ensuing year were elect- 
ed at the meeting. They are: president, 
Luther M. Miller, Newkirk; first vice presi- 
dent, A. N. Murphy, Oklahoma City; second 
vice president, L. D. Edgington, Ponca City; 
treasurer, R. C. Miller, Tulsa, and secretary, 
E. P. Gum. Directors elected: J. D. McBir- 
ney, Tulsa; Roy M. Huff, Tulsa; George C. 
Watson, Bartlesville; J. W. Hockman, Mus- 
kogee and R. E. Leavitt, Shawnee. 


Massachusetts Trust Committee 


The nominating committee of the Trust 
Company Division of the Massachusetts 
Bankers Association has met and unani- 
mously recommended the following as mem- 
bers of the Executive Committee: Elmer O. 
Cappers, treasurer and secretary, Norfolk 
County Trust Company, Brookline; W. H. 
Otis, vice president and treasurer, Glou- 
cester Safe Deposit & Trust Company; Sam- 
uel E. Robinson, vice president and treas- 
urer, Fall River Trust Company and Harry 
S. Watson, treasurer, Berkshire Trust Com- 
pany; Pittsfield. 


Leslie G. McDouall, vice president, Fidel- 
ity Union Trust Co., Newark, has been 
named to the American Bankers Associa- 
tion executive council by the New Jersey 
Bankers Association of which he recently 
was president. 





Personnel Changes in Trust Institutions 


COLORADO 


Denver—T. E. McCLINTOCK has been 
named executive vice president of Denver 
National Bank, succeeding the late James 
C. Burger, as of September 1. In the mean- 
time he will give up active management of 
the Denver Joint Stock Land Bank, of 
which he is, and will continue to be, pres- 
ident. 


FLORIDA 


Jacksonville—W. A. REDDING has re- 
tired as vice president of Florida National 
Bank after thirty-two years with that in- 
stitution and its predecessor, the Florida 
Bank & Trust Co. 


ILLINOIS 


Chicago—ROBERT L. GRINNELL has 
been promoted from assistant vice president 
to vice president in the Trust Department 
of the First National Bank of Chicago. 


Chicago—REUBEN A. LEWIS, JR., af- 
ter eight years in the banking field, has 
returned to trust work, having resigned his 
position as second vice president of the 
Continental Illinois National 
Bank & Trust Company, to 
become executive vice pres- 
ident of the Metropolitan 
Trust Company, a strictly 
fiduciary institution, organ- 
ized in 1930 with offices at 
11 So. La Salle St. Mr. 
Lewis had been with the 
Continental since March 1, 
1929, after having been with 
the American Bankers Asso- 
ciation as deputy manager 
and executive secretary of 
the trust division. He was 
originally engaged in news- 
paper work following grad- 
uation from Washington & 
Lee, and later he studied 
trust work at Harvard. 


INDIANA 
Bedford—W. E. CLARK 


has been chosen president of 
the Bedford National Bank. 


month to 


H. A. PHARR 
Vice President and Trust Of- 
ficer of the First National Bank 
of Mobile, who was elected last 


presidency of the 
Alabama Bankers Assn. 


He was formerly executive vice president 
and counsel. DAVID W. McNABB was 
made executive vice president, and R. C. 
SOWDER, cashier and trust officer, was 
elected a director. 
KANSAS 

Topeka—CARROLL B. MERRIAM has 
resumed his duties as chairman of the Cen- 
tral Trust Co., and as vice president of 
the Central National Bank, after four 
years as a director of the RFC. 

Wichita—ARTHUR W. KINCAIDE has 
been named executive vice president: and 
director of Fourth National Bank, succeed- 
ing the late L. C. Kelley. 

MASSACHUSETTS 

Boston—WILLIAM W. McCARTHY and 
ROHL C. WIGGIN have been elevated to 
vice presidents; CLARENCE G. IVEY to 
assistant vice president; EDWARD A. 
DAVIS and ARTHUR W. DEIBERT to 
assistant cashiers; and WINTHROP E. 
RICH to assistant trust officer, of the Na- 
tional Shawmut Bank. 


MISSISSIPPI 

Columbus—A. B. LAW- 
RENCE has resigned as as- 
sistant cashier and trust of- 
ficer of the First Columbia 
National Bank to become an 
officer of the Mississippi Un- 
employment Compensation 
Commission. 


NEW JERSEY 


Maplewood — FRANK K. 
ALLEN, vice president and 
trust officer of the Maple- 
wood Bank & Trust Co. has 
been elected a director of the 
institution. HOWARD BAX- 
TER, treasurer, was chosen 
assistant trust officer. 


NEW YORK 


New York—A. S. BOEGE 
and A. C. SIMMONDS, JR., 
have been named 6 assist- 
ant vice presidents of the 
Bank of New York & Trust 
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Co. Their positions as assistant treasurers, 
have been taken by H. O. EVERSMANN 
and H. R. CHACE. 


New York—R. P. FOOTE has resigned 
as assistant manager of the London office 
of Bankers Trust Co., and has been named 
assistant treasurer, at the New York of- 
fice. 


New York—Seven promotions have been 
announced by Irving Trust Company: 
CHARLES W. BRUGGER, JOHN W. 
KONVALINKA and JOSEPH W. ROWE 
have been raised from assistant vice pres- 
idents to vice presidents, while CHARLES 
G. GAMBRELL, GEORGE A. JACOBY, 
JOSEPH S. MOSS, JR., and WALTER E. 
SEIBERT were designated assistant vice 
presidents. 


New York—JOHN I. McINERNEY has 
been promoted to Assistant Secretary of 
Manufacturers Trust Co. 


New York—WILLIAM R. YORKSTON 
has been appointed assistant trust officer in 
the Forty-second St. and Lexington Ave. 
office of Sterling National Bank & Trust Co. 


Troy—DR. FRANK M. SULZMAN has 
been elected vice president of Troy Trust 
Co. to succeed the late former Supreme 
Court Justice James V. Coffey. 


OHIO 


Cincinnati—-LAWRENCE C. BUCHER 
has been chosen assistant vice president of 
Central Trust Co. He was for many years 
with Union Trust Co. of Dayton, and was 
Southwestern district examiner for the 
State Banking Department. 


Piqua—The following changes have been 
made at the Piqua National Bank & Trust 
Company: W. W. WOOD, III, first vice 
president, has been elected chairman of 
the board; AUGUST 8S. CLOUSE has been 
named to the newly created post of execu- 
tive vice president; LOGAN A. FRAZER 


was appointed first vice president and 
CHARLES B. UPTON second vice pres- 
ident. 

Youngstown—VICTOR V. JOHN, aud- 
itor, has been made assistant secretary of 
City Trust & Savings Bank and A. I. KID- 
STON, vice president has been given the 
additional title of secretary. 


PENNSYLVANIA 


Berwick—LLOYD B. COCKLIN has been 
appointed assistant trust officer and as- 
sistant secretary of Berwick Savings & 
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Trust Co., and ROLAND W. HORTMAN 
assistant treasurer. 


Carlisle—S. SHARPE HUSTON has re- 
signed as vice president and trust officer of 
Carlisle Trust Co. 


Philadelphia — JAMES A. CHATTER- 
TON has been designated assistant title of- 
ficer of Germantown Trust Co. 


Pittsburgh—BERNARD J. HAMPSEY 
was named trust officer of the Potter Title 
end Trust Company. He was formerly asso- 
ciated with Thomas M. Marshall, Jr., and 
Henry X. O’Brien, in the practice of law. 


Reading—WILLIAM Y. CONRAD has 
been elected president of Union National 
Bank, succeeding Ferdinand Thun who re- 
signed, and ROBERT E. GEHRET has 
been made vice president, in addition to his 
duties as cashier. 


TENNESSEE 


Sparta — CHARLES E. SNODGRASS 
has been promoted from assistant cashier to 
cashier of Peoples Bank & Trust Co., suc- 
ceeding S. A. Davis who had resigned. 
ALENE L. BROWN was chosen assistant 
cashier. 


Union City—C. E. DEAN, cashier of Old 
National Bank, has been given the addi- 
tional office of vice president. 


VIRGINIA 


Newport News—H. D. NEWBOLD has 
been elected vice president of Citizens Mar- 
ine Jefferson Bank. He was formerly a 
North Carolina State and national bank 
examiner and was associated with the RFC 
from 1933 until a short time ago. 


Petersburg—R. F. BURKE STEELE has 
been appointed first vice president of Pe- 
tersburg Savings & American Trust Co. 
He was at one time with the State Banking 
Department. 


Richmond—WILLIAM B. JACOBS has 
been made assistant cashier of Central Na- 
tional Bank. 


CANADA 


London—RICHARD HUME CRONYN 
has been made trust executive of the Can- 
ada Trust Co. 


Toronto—D. P. MacDOUGALL has been 
named a trust and estates officer of the 
Chartered Trust & Executor Co. He was 
formerly associated with Bowlby, MacDon- 
ald & MacGougall, Toronto attorneys. 
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Trust Institution Briefs 


Los Angeles, Calif—C. Sumner James, 
formerly executive vice president and trust 
officer of the Citizens National Trust and 
Savings Bank, and Frank H. Partridge, 
formerly general manager of theLanker- 
shim Estate, have announced the formation 
of James and Partridge. The new firm 
will specialize in property and estate man- 
agement and general real estate insurance. 
Their office is located at 609 Title Guaran- 
tee Building, 411 West 5th Street, Los An- 
geles. 


Oakland, -Calif—A permit has been is- 
sued for a new bank in Oakland, Bank of 
Commerce, by Friend W. Richardson, State 
Superintendent of Banks. Arnold J. 
Mount, former president of the Central 
Bank of Oakland and Albert S. Weaver are 
the promoters of the new institution which 
will be the only locally owned commercial 
bank in the city. 


Bloomington, I1l—The National Bank of 
Bloomington has been granted limited trust 
powers, effective as of May 27, 1937. 


Chicago, Ill.—Henry J. Tausley, secretary 
of the Chicago Title & Trust Co., recently 
celebrated his 45th year of continuous ser- 
vice with the institution. He began work 
for the company on May 15, 1892, as an 
office boy. Mr. Tausley is regarded as one 
of the best informed men in Chicago on 
trusts relating to real estate. 


Chicago, Ill_—The directors of The First 
National Bank of Chicago at a recent meet- 
ing instructed the officers to transfer 
$2,000,000 from undivided profits to surplus 
account at the close of business on June 30. 
This action increases the surplus to $30,- 
000,000, the same amount as the capital. 


Rockford, Ill—G. H. Arnold, vice pres- 
ident of the Illinois National Bank & Trust 
Company, has recently been elected vice 
president of the trust division by the IIli- 
nois members of the American Bankers As- 
sociation. 


Elmira, N. Y.—The First National Bank 
& Trust Co. has been authorized to open a 
branch office in Horseheads, N. Y. 


New York, N. Y.—The National City 
Bank is celebrating its 125th anniversary 
this month. The bank was founded in 1812 
with $800,000 capital, two days before the 
United States declared war on Great Brit- 
ain. Samuel Osgood, first postmaster under 
George Washington, was the bank’s first 


president. The City Bank Farmers Trust 
Company, the bank’s affiliate, was founded 
in 1822. 

The resources of the bank are now almost 
$2,000,000,000. There are 72 branches of 
the bank in New York City alone and 71 
branches and affiliates in 23 foreign coun- 
tries. 

New York, N. Y.—More than 95% of 
the eligible officers and employees of the 
National City Bank of New York and its 
participating banking affiliates have sub- 
scribed to a plan of group life insurance, 
effective June 1, according to announcement 
by James H. Perkins, Chairman of the 
board. The program is on a contributory 
basis, with the cost shared by the National 
City Bank and the insured employees. The 
aggregate amount of group life protection 
is estimated at approximately $24,000,000. 

The plan has been underwritten by the 
Equitable Life Assurance Society which 
will also administer it, and by the Pruden- 
tial Insurance Co. Those to whom the in- 
surance was offered comprised, in general, 
members of the New York City staff and 
those sent abroad from Head Office and 
present pensioners who would have been 
eligible. Present pensioners and insured 
officers and employees after they become 
pensioners will not be required to con- 
tribute toward the cost of their insurance. 
Amounts of insurance to which officers and 
employees are eligible to subscribe range 
between a minimum of $1,000 and a max- 
imum of $20,000. 


Durham, N. C.—The Durham Loan and 
Trust Company has changed its name to 
the Durham Bank and Trust Company. 


Lorain, O.—The National Bank of 
Lorain has been granted limited trust pow- 
ers. 

Marshfield, Ore-——The Giannini interests 
have acquired the First Bank of Coos Bay 
which has about $1,800,000 of assets. The 
bank is to be opened independently at pre- 
sent, but is expected to be eventually taken 
into the First National Bank of Portland 
as a branch. 

Cape Charles, Va.—The Farmers & 
Merchants Trust Company has had a new 
charter issued by the State Corporation 
Commission and is now operating under the 
name of the Northampton County Trust 
Bank. 


Colfax, Wash.—The Seattle-First Nation- 
al Bank has purchased the First Savings 
and Trust Bank. 
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Rosalia, Wash.—The Old National Bank 
and Union Trust Company of Spokane has 
absorbed the Bank of Rosalia. The office 
of the former bank will be operated as a 
branch of the Spokane bank. 


Seattle, Wash.—The Farmers Bank, E]l- 
lenburg, Wash., has been absorbed by the 
National Bank of Commerce. In connec- 
tion with the absorption the national bank 
established a branch at Ellensberg. 


Wheeling, W. Va.—A. D. Bowie, trust of- 
ficer of the Security Trust Company, has 
announced that his institution has qualified 
to do a general fiduciary business in the 
State of Ohio. The company can now act 
as administrator, executor, trustee or any 
other fiduciary capacity in that state. 


ee 


‘Foreign Trust Companies 


(Continued from page 658) 


Foreign trust companies may (perhaps) 
act as trustees under deeds of trust where 
only interest is protection of holders of 
bonds or other negotiable paper secured 
thereby. Compiled General Laws of Flor- 
ida, 1927, Sec. 6036. Op. Atty. Gen. Fla. 
July 9, 1931. 


(Note—Opinions of Attorney General are not 
binding.) 

Our statute was not well drawn and the 
proviso was added by amendment. The 
courts have whittled away a considerable 
part of the apparent legislative prohibition. 
The opinions of the Attorney General seem 
to me in some instances as being unjustified 
by the language of the statute. 


L. Jones of Fleming, 
April 13, 1937. 


Warren Hamilton & 


Diver, Jacksonville. 


Since this memorandum was submitted, 
the legislature enacted S. B. 261. The 
original statement is published for purposes 
of comparison. The Act reads: 


SECTION 1. All corporations except 
banks and trust companies incorporated un- 
der the laws of this State and having trust 
powers and except national banking associa- 
tions located in this State and having trust 
powers, are here prohibited from exercising 
any of the powers or duties and from acting 
in any of the capacities, within this State, 
as follows: 


(a) As executor or administrator of the 
estate of any decedent, whether such dece- 
dent was a resident of this State or not, and 
whether the administrator of the estate of 
such decedent be original or ancillary, pro- 
vided that if the executor or administrator 
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of the estate of a non-resident decedent be 
a corporation duly authorized, qualified and 
acting as such executor or administrator in 
the jurisdiction of the domicile of the de- 
cedent, it may, as a foreign executor or ad- 
ministrator perform such duties and exer- 
cise such powers and privileges as are re- 
quired, authorized or permitted by Section 
24 of Chapter 16015, Laws of Florida, Acts 
of 1933, or by Section 187 of Chapter 16103, 
Laws of Florida, Acts of 1933, as amended 
by Section 11 of Chapter 17171, Laws of 
Florida, Acts of 1935. 


(b) As guardian of any infant, insane 
person or person mentally incompetent, 
whether domiciled in this State or not. 

(c) As trustee under any will or other 
testamentary instrument, provided that any 
corporation which is authorized and quali- 
fied to act as such trustee under the laws 
of the place where it has its principal place 
of business may receive bequests to it as 
trustee of money or intangible personal 
property. 

(d) As trustee of any real estate in this 
State or any interest therein under any 
agreement whereby the beneficial interest in 
such property is vested in others. 

(e) As trustee under any deed of trust 
or other instrument executed after the effec- 
tive date of this Act conveying or incum- 
bering any real or tangible personal prop- 
erty in this State given to secure bonds or 
other evidence of indebtedness unless in such 
deed of trust or other instrument a trust 
company or bank having trust powers and 
located in this State or an individual resid- 
ing in this State shall be named as co-trus- 
tee; and no suit shall be brought to fore- 
close any such deed of trust or other in- 
strument unless such co-trustee or successor 
co-trustee of like qualifications be a party 
plaintiff. 

(f) As receiver or trustee under appoint- 
ment of any Court in this State. 


(zg) As assignee, receiver or trustee of 
any insolvent person. or corporation or un- 
der any assignment for the benefit of cred- 
itors. 

(h) As fiscal agent, transfer agent or reg- 
istrar of any municipal or private corpora- 
tion, provided that this prohibition shall not 
be so construed as to prevent banks and 
trust companies not located in this State 
from acting within the state where located 
as fiscal agent, transfer agent or registrar 
of municipal or private corporations of this 
State, provided further, however, that noth- 
ing herein shall prevent any Florida corpo- 
ration not a bank or trust company and not 
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MERCANTILE TRUST Co. 


CHARTERED 
1884 


FRED G. BOYCE, Jr., Vice President 


having trust powers from being its own fis- 
cal agent, transfer agent or registrar con- 
cerning its own affairs, stock or securities. 
SECTION 2. All laws and parts of laws 
in conflict herewith are hereby repealed. 
SECTION 3. This Act shall take effect 
upon becoming a law. 


Georgia 


A foreign corporation cannot qualify as 
an administrator or executor of a resident 
decedent in Georgia, nor may it act as testa- 
mentary trustee if such testamentary trus- 
tee is also executor. 

A foreign corporation, if authorized to 
exercise fiduciary powers, may act as trus- 
tee of a living trust in Georgia, or of a tes- 
tamentary trust if the office of trustee is 
not coupled with that of executor, provided 
such corporation obtains a license to do 
business in this state. 

Any corporation duly appointed and quali- 
fied as an executor or administrator in a 
foreign jurisdiction may administer assets 
in Georgia belonging to a non-resident de- 
cedent and is entitled to use all the pro- 
cesses and remedies prescribed by the laws 
of this state, by complying with Sections 
113-2402 and 2403, relating to filing with 
the court a certified copy of the domiciliary 
proceedings, and a properly authenticated 
exemplification of letters testamentary or 
of administration. 

Non-resident corporate executors and ad- 
ministrators may sue in the courts of 
Georgia by complying with the statutes, and 
so may foreign trustees by filing a copy of 
the appointment. Section 108-438. 

A foreign executor or administrator may 
transfer the stock of any bank or other cor- 
poration in this state standing in the name 
of the decedent, and check out deposits 
made by him and dividends declared on his 
stock, first filing with the bank or corpora- 
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tion a certified copy of the appointment and 
qualification. Section 113-2406. 


Pope F. Brock, of Spaulding, Sibley, Troutman 
& Brock, Atlanta. April 3, 1937. 


Idaho 


A foreign corporate fiduciary can act as 
testamentary trustee or executor after 
qualifying to do business in this state. Not- 
withstanding there is no express statutory 
authority, foreign trust companies would 
come under the purview of the general for- 
eign corporation laws relating to qualifica- 
tion in Idaho. 


A. J. Gamble, Pres. Boise Trust Io., Boise, upon 
advice of counsel. May 11, 1937. 


Cooperation With Bar 


No “practice of law” complaints against 
Pennsylvania corporate fiduciaries were 
made during the last year by any bar asso- 
ciation, according to the report of Earl A. 
Morton, chairman, Committee on Cooper- 
ation with the Bar, delivered at the recent 
meeting of the Trust Company Section, 
Pennsylvania Bankers Assn. Mr. Morton 
attributed the excellent record to an inten- 
sive campaign of education which followed 
the realization that some institutions had 
violated the Code of Ethics. As a result 
of this campaign of over two years, these 
grievances were settled by cooperation 
rather than legislation. 

a 


New life insurance production for May 
was 7.4 per cent more than for May of 
last year, while the total for the first five 
months was 9.2 per cent more than for the 
same period in 1936, according to a report 
of The Association of Life Insurance Pres- 
idents to the United States Department of 
Commerce. 





Excerpts From Selected Articles 


Dividing Property to Cut Taxes* 


J. BLAKE LOWE and JOHN D. WRIGHT. BAR- 
RON’S The National Financial Weekly, May 
17, 1937. 


IVISION of property by gifts [is] 

one of the most important methods 
of income-tax savings. Gifts, for this 
purpose, can be made outright or in the 
form of an irrevocable trust. 

If the value of the gift is small, it may 
be made outright without disadvantage. 
For example, Mr. A has 10 shares of 
stock which he purchased for $1,000 and 
which have a current market value of 
$5,000. He has held the stock for less 
than one year and, consequently, if it is 
sold, the entire taxable gain ($4,000) 
must be reported. His salary of $20,000 
a year places his top income-tax bracket 
at 17% so that the income tax as a result 
of this sale would be $680. If, however, 
he transfers the stock to his wife and it 
is subsequently sold, the gain is taxable 
to her in the lower brackets. Since Mrs. 
A has no individual income, the rate 
would be 4%, or a tax of $160—a net 
saving of $520. 

This plan also may be applied to endow- 
ment policies. When an endowment pol- 
icy matures, the difference between the 
face amount received and the cost (the 
premiums paid) is taxable income. Like- 
wise, when an endowment matures the 
insured has a right to the proceeds, and 
even if the proceeds are not taken but 
are left with the insurance company on 
interest option, the gain is taxable. 

Example 1: Mr. B. has an endowment- 
insurance policy of $20,000 coming due 
next year which represents $4,000 in tax- 
able income (a $20,000 policy less the 
premiums paid of $16,000). Mr. B. also 
has a $20,000 annual income. This ad- 
ditional $4,000 of income, therefore, will 
be taxed in his highest bracket (17%), or 
a tax of $680. If, however, at least one 
year prior to-the maturity, Mr. B. irre- 
vocably designates his four children as 


*This article is the sixth of a series on mini- 
mizing taxes on incomes and estates, which series 
is shortly to be published as a book at a price 
of $2, by Barron’s, 44 Broad St., N. Y. C. 


the beneficiaries of this policy, the $4,000 
taxable gain will be eliminated. The gain 
will be divided equally among each of our 
children, and each child has a $1,000 Fed- 
eral income-tax exemption. 


Irrevocable Trust Desirable 


When, however, a substantial gift is 
made it is usually wise to make this gift 
in the form of an irrevocable trust. If 
the gift is made in the form of an irre- 
vocable trust, the grantor (donor) can: 

1—Name contingent beneficiaries under 
the trust agreement so that upon the 
death of the primary beneficiary, the pro- 
ceeds of the trust pass to contingent or 
secondary beneficiaries without subjecting 
the gift to court costs, administration ex- 
pense, and taxes in the estate of the pri- 
mary beneficiary. 

2—Under an irrevocable trust the donor 
can provide that the assets which comprise 
the gift revert to him in the event the 
beneficiary predeceases him, and no un- 
necessary administration expense or taxes 
are involved. 

3—Under an irrevocable trust the donor 
can give the primary beneficiary (such as 
a wife) a special power of appointment 
so that she can will the proceeds either 
back to him or to their children or other 
specified beneficiaries without subjecting 
the assets to additional expense of trans- 
fer. 

4—-The donor can retain, as controlling 
trustee, management over the property 
during his lifetime without in any way 
jeopardizing the income tax saving, as 
long as he does not retain any beneficial 
interest in the trust property, such as the 
right to change the beneficiaries or to 
participate in the income from said trust. 


Example 1: Mr. D has an income from 
his salary and investments of $22,000 on 
which he pays an annual income tax of 
$1,199. He gives his married daughter 
(age 23), a regular allowance of $200 
monthly in order to provide her with 
clothes and luxuries which her husband 
can not afford. Since Mr. D’s highest 
income tax bracket is 17%, he pays a tax 
of $408 on the $2,400 income which he 
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receives and disburses annually to his 
daughter in monthly instalments. If, how- 
ever, the daughter received this $2,400 di- 
rect, she would pay an income tax on it 
of only $96 (4%)—the lowest bracket. 
In this case, Mr. D could save $312 an- 
nually in income tax if he created an ir- 
revocable trust for the benefit of his 
daughter, the income from which would 
approximate $2,400 a year. 

The objection may be raised that Mr. 
D’s holdings consist largely of stock in a 
closed corporation over which he does not 
wish to give up voting control. In this 
case the irrevocable trust again offers an 
adequate solution. Mr. D transfers the 
desired amount of stock to a corporate 
trustee and himself as co-trustee. Un- 
der the terms of the trust agreement, 
Mr. D, as the individual trustee, retains 
the management rights over the stock. He 
also authorizes the income to be paid to 
his daughter for life, and upon her death 
to pass to her children. 


Four major objectives are obtained: 
(1) he reduces his income tax by $408 
(net $312.); (2) he retains management 
and voting control over the stock which 
has been placed under the trust instru- 
ment; (3) in the event of his death, his 
estate tax is reduced by the proportion- 
ate amount of the gift; (4) the property 
which composes the gift upon the death 
of the daughter will not be subject to a 
second tax or estate costs when it passes 
to her children. 


Who Is Taxed? 


The income from trusts is taxable to 
either (1) the grantor; (2) the benefici- 
ary; (3) the trustee. 


If a trust is revocable, or if the grantor 
receives any income from the trust, the 
income is taxable to the grantor and no 
income-tax-saving results. A trust is con- 
sidered revocable if the grantor reserves 
the right at any time to revest title in 
himself or gives this right to any person 
not having a substantial adverse interest 
in the corpus or income from the trust 
or reserves said right upon their joint 
consent. It is well to bear in mind that 
a trustee is not an adverse interest. Ac- 
cording to the Supreme Court, the bene- 
ficiary of a trust is the only adverse in- 
terest. The income is also taxed to the 
grantor if said income is accumulated for 
later distribution to him. 

If, on the other hand, a trust is irre- 
vocable, the income therefrom is taxable 
either to the beneficiary or trustee, and 
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the grantor is able to secure a tax-saving. 
There are two exceptions, namely, (1) 
when the income from said trust is used 
to discharge a legal obligation of the 
grantor (including the support of minor 
children, the payment of alimony or 
debts) and, (2) when the income is used 
to pay life-insurance premiums on policies 
on the grantor’s life. 

Under the irrevocable trust, income 
which is distributed to the beneficiary is 
taxable to the beneficiary. If the income 
is not distributed but is properly credited 
during the taxable year to any beneficiary, 
it is also taxable to said beneficiary. In- 
come, on the other hand, which is accum- 
ulated by the trustee is taxable to the 
trustee. Incomes which either may be 
distributed to the beneficiary or accum- 
ulated in the discretion of the trustee, but 
which is not actually paid or credited dur- 
ing the year to said beneficiary, is also 
taxable to the trustee. 

Income which is once taxed to the 
trustee is not later taxed to the benefici- 
ary when it is distributed to him. Under 
a trust, therefore, which provides that 
the income accumulates during the minor- 
ity of a child, the trustee will pay the in- 
come tax annually during the accumula- 


tion period, but no additional income will 
be exacted at the time the accumulated 
income is distributed to said beneficiary. 


Division Important 


separate 
there is 


The division of a trust into 
shares for each beneficiary (if 
more than one) is important. The Su- 
preme Court has held that it is not nec- 
essary to have a physical division of the 
property, but merely the specified inten- 
tion to divide the trust into shares. When 
separate shares are created, each receives 
the $1,000 exemption and each is taxed 
as an entity with regard to capital gains 
and losses. 


Example 1: Mr. E creates one trust for 
the benefit of his four children. In 1936, 
the capital gains amounted to $20,000, 
subjecting the trust to a tax in the high- 
est bracket of 17%. If, however, four 
trusts had been created, or if the first 
trust had been divided into shares, the en- 
tire gain would have been taxed at only 
4%. 

The division of property into separate 
trusts or shares is also important if the 
income from said trust is to be accumu- 
lated. 


Example 2: Mr. F has securities on 
which there is a large taxable gain. He 
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does not desire to sell these securities be- 
cause the sale would involve a substantial 
income tax as the result of a capital gain. 
He is precluded from making a trust for 
the immediate benefit of his children be- 
cause they are minors and the income 
from said trust would be regarded as in- 
come to him due to his legal obligation to 
support them. On the other hand, he 
does not need all of his present income 
and desires to create funds for his chil- 
dren in the most economical manner. 


In this case, Mr. F creates four irrevoc- 
able trusts, one for each of his children of 
$15,000, respectively. He creates these 
trusts with securities which would have 
the largest taxable gain, and he plans to 
add an additional $5,000 annually to each 
trust. Under the terms of the trust in- 
strument, the trustees are directed to ac- 
cumulate the income from each trust un- 
til the children attain the age of 21 years, 
at which time the income is to be paid to 
them with distribution of the principal at 
a later date. In this case, the income 
from these securities is taxable to the 
trustees. Since the trustees receive an ex- 
emption of $1,000 for each trust, no in- 
come tax is involved. 


If the securities are subsequently sold 
at a substantial profit, the income tax will 
be small because this profit will be spread 
over four trusts, each of which has an in- 
dividual exemption. Furthermore, in cal- 
culating the capital gain on the securities, 
the trustee still secures the benefit of the 
number of years the securities were held 
by the grantor. Later, when the children 
respectively attain the age of twenty-one 
years, and the income is paid to them, 
said income will be subject to tax in their 
low individual brackets. The income which 
has been accumulating over a period of 
years and taxed to the trustee will not be 
taxed to these beneficiaries. 


Similar savings can be effected in 
trusts under wills by division into separate 
shares. If the trustees under the will are 
directed to accumulate the income, or if 
the income in excess of a maximum 
amount is to be accumulated, or if the 
trustees in their discretion may accumu- 
late the income, said income so accumu- 
lated is taxable to the trustees and not 
to the beneficiaries. 


Annuities 


An annuity under a will offers some 
income-tax saving to the beneficiary. If 
the annuity is payable out of principal, it 
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does not constitute taxable income to the 
beneficiary; if, however, it is payable out 
of income it is taxable. On the other 
hand, an annuity which is payable out of 
income and a part of principal was held 
to be free from income tax to the bene- 
ficiary under the Revenue Acts prior to 
1934. The 1934 Act, however, which 
changed the tax on purchased annuities 
may also alter the taxability of annuities 
under wills. At this time there is no 
case deciding this point. 


In the case of purchased annuities, the 
amount taxable is 3% of the considera- 
tion (premium paid for the annuity) un- 
til the amounts received in excess of 3% 
equal the consideration (premium) paid. 
Thereafter, the total annual payments 
are taxable in full. Purchased annuities, 
therefore, offer some relief from the in- 
come tax. 


Example 1: Mr. G, aged 70, purchases 
an annuity for $10,000 which pays him 
$1,000 annually. Only $300 (3%) is tax- 
able income, and the remaining $700 is 
free of tax. When the annual accumu- 
lated excess over 3% ($700) totals $10,000 
the entire income ($1,000) received an- 
nually will be taxable. 


A single premium life insurance or en- 
dowment policy combined with an annuity 
is written in two contracts—the annuity 
being separated from the insurance feat- 
ure. The amount of the return on the 
annuity part, which is subject to income 
tax, is 8% of the premium paid; the div- 
idends, however, which are received from 
the single premium or endowment part are 
exempt until said dividends exceed the 
premium paid for the insurance part of 
the policy. It is evident, therefore, that 
part of the income from this combination 
policy is tax-free. 


There is an additional income tax ad- 
vantage in a deferred annuity. The tax- 
able income under a deferred annuity is 
based on the total amount of premiums 
paid, and not the value of the annuity at 
the time the payment begins. The in- 
crease in value in the policy during the 
years when the premiums are being paid 
is not considered. If Mr. H. purchases a 
deferred annuity on which he pays $100 
a year for 10 years, the payments total 
$1,000. The actual value of the policy, 
however, due to accumulated interest may 
be $1,200. If this policy at the end of 
10 years pays $500 annually to the an- 
nuitant, the amount taxable is $300 (3% 
of $1,000) and not $360 (3% of $1,200), 
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until the excess ($200) equals $1,000 
(the amount paid). 


There is no income tax on life insur- 
ance paid in a lump sum upon death. 
There is one exception—the transfer of a 
policy for a valuable consideration. If 
the policy is transferred for a valuable 
consideration, the proceeds are taxable in 
the amount that exceeds the cost of the 
policy (purchase price plus subsequent 
premiums paid). 


Advantage of Life-Insurance Trust 


The irrevocable funded life-insurance 
trust presents real possibilities for tax- 
saving. In this type of trust securities 
are set aside in a living trust for the pur- 
pose of paying insurance premiums under 
a life-insurance trust. The funded trust 
permits the individual to minimize both 
his income and Federal estate taxes, and 
to increase his estate without a corre- 
sponding increase in taxes. 


Example 1: Mr. and Mrs. I, respective- 
ly, have substantial incomes—the top in- 
come-tax bracket of each being 31%. Mr. 
I owns $300,000 of life insurance on 
which Mrs. I has been paying the premi- 
ums of $9,000 annually. On this $9,000 
income Mrs. I pays an income tax of 
$2,790 (31%). In this case Mrs. I trans- 
ferred the policies on her husband’s life 
to a trustee, together with enough secur- 
ities to provide the necessary $9,000 in- 
come. Two separate trusts were created, 
one for each of the children. The trusts 
provided that any excess income would 
be paid to her children. 


The income from the securities (since 
the trusts were made irrevocable) is now 
taxable to the trustee at a 4% rate (the 
trustee has an exemption of $1,000 for 
each trust). The income, therefore, which 
is used to pay insurance premiums, is 
now subjected to a tax of $280, as com- 
pared with the previous tax of $2,790. 
Any income which is not used to pay the 
premiums will be taxable to the children, 
when paid to them, in their lower brack- 
ets. Since an irrevocable trust is a gift, 
it was necessary for Mrs. I to pay a gift 
tax on the value of the securities trans- 
ferred to the trust. This tax, however, is 
offset by the first year’s saving in income 
taxes. 


A living trust created to fund insurance 
premiums will or will not be taxable under 
the Federal estate tax depending on its re- 
vocability. In the above example, the 
trust was made irrevocable and, conse- 
quently, the property placed therein is not 
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subject to Federal estate taxes upon the 
death of Mrs. I. 

It should be noted in the above example 
that Mrs. I was the grantor of the trust. 
If Mr. I made the trust, the income used 
to pay premiums would still have been 
taxable to him. 


Other Articles and Comments on 
Legal Questions Read and Recom- 
mended by Our Staff. 


Articles 


Four Years Under the Corporate Reorganization Stat- 
utes—‘“‘United States Law Review,’’ May, 1937. 
By James B. Alley, General Counsel of the Re- 
construction Finance Corporation. 

Income Tax Evasion and Avoidance: Some General 
Considerations—“‘Georgetown Law Journal,’”’ May, 
1937. By Lucius A. Buck, Special Assistant to 
the Attorney-General of the United States. 

Some Reflections on the Restatement of the Law of 
Trusts—“‘Fordham Law Review,”’ May, 1937. By 
Edmond B. Butler, Professor of Law, Fordham 
University, School of Law. 

State Jurisdiction to Tax Income from Foreign Land 
—‘“California Law Review,’’ May, 1937. By Ar- 
thur Leon Harding, Professor of Law, University 
of idaho. 


Comments 


Accounts—Duty of Fiduciaries to Keep Adequate Ac- 
counts—Procedural Effect of Breach of Duty— 
“Minnesota Law Review,’”’ May, 1937. 

Decedent Estates—Estate Tax—Effect of Uncertainty 
of Taking Upon Exemptions and Deductions— 
“Columbia Law Review,’’ May, 1937. 

Exculpatory Clauses in Corporate Trust Indentures— 
“Illinois Law Review,” April, 1937. 

Extrinsic Evidence and the Interpretation of Wills— 
“Columbia Law Review,” May, 1937. 

The Liability of a Trustee for Misconduct by his 
Cotrustee—“Dickinson Law Review,’”’ June, 1937. 

Revocation of “Irrevocable’’ Trusts—‘‘Fordham Law 
Review,’” May, 1937. 

Taxation—Income Tax—Taxable Person—Assignments 
of Income—‘‘Minnesota Law Review,’”’ May, 1937. 

Taxation—Inheritance Taxation—Jurisdiction—Power 
of State of Donee’s Domicile to Tax Transfer 
Under Power of Appointment—‘‘Minnesota Law 
Review,”’ May, 1937. 

Trust Mortgages—Construction of No-Action Clause— 
“Michigan Law Review,’’ May, 1937. 

Trusts—Charities—Trusts for Political Purposes— 
“University of Cincinnati Law Review,’ May, 
1937. 


Addresses and prices of publications on 
request. 
oO 


Twenty Elyria, Ohio, attorneys have 
filed three suits to enjoin that town’s 
three banks from practicing law. The 
petitions ask that the Lorain County Sav- 
ings & Trust Co., the Savings Deposit 
Bank & Trust Co., and the Elyria Savings 
& Trust Co., their officers, directors, etc., 
be forbidden to engage in the practice of 
law in any form. 
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Land Title Assuring Agencies in the 
United States 


DANIEL D. GAGE, JR., Assoc. Prof. of Bus. 
Admn., University of Oregon. The Recorder 
Printing & Publishing Co., San Francisco. $2. 


This book is the result of a ten-year study 
by Dr. Gage, during which time he gained 
actual experience in land title offices, so 
that the results are completely authorita- 
tive. The approach employed by the au- 
thor is rather novel in that he is concerned 
primarily with the economic aspects of the 
subject rather than the legal problems on 
which so much has been written. 


Professor Gage presents a most compre- 
hensive survey of the different methods of 
land title assuring throughout the country, 
with clear and non-technical explanations 
thereof. The work is of such a nature that 
it will be helpful to many classes of read- 
ers, not the least of which is the ordinary 
layman confronted with a title problem. 
It comes at a time, too, when there is in- 
creased real estate activities and therefore 
a greater need for familiarity with title 
questions. This book will in a large 
measure supply that need. 
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Inheritance Tax Calculations 


S. HERBERT WOLFE; revised by Lee J. Wolfe 
and William M. Corcoran, all consulting actuaries. 
Baker, Voorhis & Co., New York. $10. 


Both the expert and the inexperienced 
individual troubled by the intricacies of 
valuation of various interests for death tax 
purposes will find here an up-to-date ex- 
planation of methods of determining the 
present value of dower and curtesy rights, 
life estates, annuities, vested and contin- 
gent remainders based upon the different 
mortality tables and varying rates of inter- 
est. This revision of the 1905 work was 
of course necessitated by the entrance of 
additional states in the inheritance tax 
field and the creation of new tables of 
mortality. 


Part I discusses the fundamental prin- 
ciples underlying the calculation of values 
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depending upon life contingencies; Part II 
offers solutions for problems involving dif- 
ferent testamentary clauses; Part III sets 
out tables; and Part IV gives a brief out- 
line of the laws or regulations of the states 
and territories. 

Unquestionably this volume should prove 
of invaluable assistance in protecting 
rights under inheritance tax statutes. 
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Are You A Stockholder? 


ALDEN WINTHROP. Covici, Friede, Inc., New 
York. $2.50. 


If you are, the author says, in effect, 
“Beware!” This is an exposure of corpo- 
rate practices designed to misinform and 
mislead stockholders, based on the actual 
reports of many corporations. What is 
more, names are mentioned, a very impos- 
ing list appearing on the jacket. The tenor 
of most reports, according to Mr. Winthrop, 
is concealment. Trumped up profits, jug- 
gled assets, “the wonderful possibilities of 
‘reserves for contingencies’”, are lucidly 
described. 


The dedication is a key to what follows: 
“Dedicated to the Securities and Exchange 
Commission, as if and when it is composed 
of members who realize that the first es- 
sential to protect the forgotten stockholder 
is to utilize that section of the Securities 
Act of 1933 which gives authority to de- 
fine ‘accounting, technical, and trade terms.’ 
Then perhaps someone will finally know 
what ‘net profit’ means.” 

As with most sensational books, this is 
extremely interesting, stimulating and per- 
haps a bit exaggerated. 
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Banking and the Business Cycle 


PHILLIPS, McMANUS and NELSON. Macmillan, 
Co., New York. $2.50. 


This volume is concerned with advancing 
a theory of the business cycle which coor- 
dinates the monetary, over investment and 
equilibrium theories. It is in the banking 
system that the authors find the seeds for 
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our troubles; especially in the expansibility 
of credit made possible under the Federal 
Reserve System. Thus, “. . . the great de- 
pression and the feverish activity of the 
immediately preceding years were notably 
bank credit phenomena. The markedly os- 
cillatory movements of the economic pendu- 
lum in the United States during the twen- 
ties and early thirties are attributable to 
forces resident in central banking. But for 
the superimposition of the Federal Reserve 
Banks upon our commercial banking struc- 
ture, the amplitude of the cycle in question 
would have been greatly restricted.” 


Among the subjects which the authors 
have covered may be mentioned the role of 
gold, underconsumption theories of the cy- 
cle, post-war development in_ banking, 
causes of the depression, banking policy, and 
the economic implications of recovery. The 
final chapter which is devoted to the last 
topic is an interesting analysis which dis- 
cusses the unsound basis of the present re- 
covery program and constructively suggests 
alternative policies. The book may be 
recommended as a lucidly written analysis 
of an oversimplified explanation of the busi- 
ness cycle. 

Reviewed by Dr. Jules Backman 
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Taxation and Public Policy 





Professor of Economics, 
Richard R. Smith, New 


PAUL STUDENSKI, 
N. Y. U., and others. 
York. 


This is a collection of articles by an im- 
posing array of contributors on “taxation 
policies of modern governments as affected 
by their budgetary requirements and by the 
exigencies of a new economic situation.” The 
theme of the series is the belief that 
“changes in taxing policy should be effected 
with due regard to certain fundamental 
principles of social policy.” 

Especially interesting is the article by 
Professor Clarence Heer, of the University 
of North Carolina, on “Coordination of 
American Federal, State and Local Fi- 
nance.” At the very outset, he warns 
against a coordination per se. Coordination 
as an abstract principle is dangerous; “co- 
ordinating devices are merely means for 
obtaining certain ends. Their value can be 
judged only in terms of the objectives they 
are designed to achieve.” 

The plan which Prof, Heer believes would 
“come closer to achieving the objectives for 
the new social state than.any other plan 
currently suggested”, is an application of 
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the familiar In any 


subsidy principle. 
event, he feels that constant readjustments 
will be necessary from time to time to meet 
changing conditions. 
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How Long Prosperity? 


CHARLES G. DAWES, chairman of board, City 
National Bank & Trust Co., Chicago. The A. N. 
Marquis Co., Chicago. $1. 


General Dawes predicts a general bus- 
iness recession within the next few years. 
In this 45-page brochure, sprinkled with 
charts and tables, he examines the history 
of the three great American depressions 
of 1873, 1893, and 1929, and recent stock 
exchange transactions, and based on this 
analysis, makes the following predictions, 
barring wars or inflation: 

ist. That a high degree prosperity will 
maintain in this country into 1939. 

2nd. That beginning in latter part of 
the year October 1938-October 1939, the 
tenth year from October 29, 1929, to wit: 
in the summer or fall of 1939, there will be 
a stock market collapse. 

3rd. That there will then ensue in the 
United States a minor recession in business 
of one or two years. 

4th. That this recession will be follow- 


ed by a period of prosperity. 
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Income Tax Fundementals 


FREDERICK L. PEARCE, Attorney and C. P. A., 
District of Columbia. The Foundation Press, Chi- 
cago. $6.50. 


Here is a complete treatise on the federal 
income tax, following the traditional scope 
and method of treatment. It is written in 
recognition of the “inescapable obligation 
today of every individual” to have a knowl- 
edge of the fundamentals of the subject for 
“ignorance of the law is no excuse.” While 
devoted to the federal law, the book pre- 
sents basic concepts applicable to income 
tax computations under the various state 
statutes. 

The author has no visions of creating 
experts of his readers. This is indicated 
by the very title of the book. He has in- 
tended, however, to provide a sound train- 
ing in the mechanics of computation for 
the lawyer, accountant and business man. 
So that while many statements may appear 
obvious or axiomatic, it must be remem- 
bered that they are necessary integral 
parts of a broad picture. 
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The following attorneys, recognized authorities on fiduciary law, are collab- 
orating with Trust Companies Magazine to provide succinct digests of the most 
pertinent current decisions affecting fiduciaries. The case reports in the suc- 
ceeding section are selected and briefed at their discretion. 


CALIFORNIA: Walter L. Nossaman—Trust Counsel, Security-First National Bank of 
Los Angeles 

COLORADO: Montgomery Dorsey—Hughes & Dorsey, Denver 

CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 

DELAWARE: Paul Leahy—Ward & Gray, Wilmington; Counsel, Delaware Trust Co., 
Union National Bank, Central National Bank, Industrial Trust Co. 

DISTRICT OF COLUMBIA:* Arthur C. Keefer—Attorney-at-law, Washington, D. C.; 
Professor of Real Property, Washington College of Law 

FLORIDA: Warren L. Jones—Fleming, Hamilton & Diver, Jacksonville; Counsel, 
Barnett National Bank 

GEORGIA: Pope F. Brock—Spaulding, Sibley, Troutman & Brock, Atlanta; Counsel for 
Trust Company of Georgia 

ILLINOIS: R. J. Frankenstein, Jr.—Chapman and Cutler, Chicago; Counsel, Harris Trust 


& Savings Bank ; ; 
INDIANA: William H. Krieg—Jones, Hammond, Buschmann & Gardner, Indianapolis; 


Counsel for Indiana State Bankers Association 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 

KANSAS: Marlin S. Casey—Counsel, Columbian Title & Trust Company, Topeka 

KENTUCKY: Squire R. Ogden—Gordon, Laurent, Ogden & Galphin, Louisville 

LOUISIANA: John M. Wisdom—Wisdom & Stone, New Orleans 

MAINE: Carroll S. Chaplin—Chaplin, Burkett & Knudsen, Portland 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 

MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn; Reporter and Lecturer for 
Corporate Fiduciaries Assn. of Boston 

MICHIGAN: George B. Shaeffer—Shaeffer and Dahling, Detroit; Counsel for Union 
Guardian Trust Company 

MINNESOTA: James E. Dorsey—Junell, Fletcher, Dorsey, Barker & Colman, Minne- 
apolis; Counsel for First National Bank & Trust Company, Minneapolis 

MISSOURI: Edgar H. McCulloch—Thompson, Mitchell, Thompson & Young, St. Louis 

NEBRASKA: Frank D. Williams—Hall, Cline & Williams, Lincoln . 

NEW JERSEY: J. Fisher Anderson—Counsellor-at-law, Jersey City; Counsel, New 
Jersey Bankers Association 

NEW YORK: David Kelly—Mitchell, Taylor, Capron & Marsh, New York; Counsel for 
City Bank Farmers Trust Company 

NORTH CAROLINA: Irving Carlyle—Manly, Hendren & Womble, Winston-Salem 
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Assets — Administration—Liability 
of Trustee for Failure to Make 
Timely Sale to Satisfy Debts and 
Taxes 


New York—Court of Appeals 


Chemical Bank & Trust Company v. 
York Law Journal June 2, 1937. 


Reported below: 289 N. Y. Supp. 228, digested 
63 Trust Companies 526 (Oct. 1936). 


Ott, New 


Action for a declaratory judgment and ac- 
counting by the plaintiff, as trustee of an 
inter vivos trust. The referee upheld objec- 
tions to the trustee’s failure to sell prompt- 
ly after the death of the settlor sufficient 
shares of stock to create a fund for the pay- 
ment of debts and taxes. The determina- 
tion by the referee as to the time when the 
stock should have been sold was modified by 
the Appellate Division, such modification re- 
sulting, as a matter of fact, in the elimina- 
tion of the surcharge. 

The Court of Appeals reversed, holding 
that the trustee had not been negligent in 
failing to sell prior to the time of the actual 
sale and, as so modified, affirmed the judg- 
ment. 

ee eH ( 
Charitable Trusts — Construction of 
Conditions In Favor of Validity 


Iowa—Supreme Court 
Re Nugen’s Estate, 272 N. W. 638. 


Testator left the residue of his estate 
after specific requests in trust for the erec- 
tion and maintenance of a free public li- 
brary in the town of New London, Iowa, 
on condition that the town accept the same 
and agree to pay all operating expenses of 
the library, any funds not being so used to 
be kept in trust and the income therefrom 
used to provide books and reading material 
for the library. This portion of the will 
was attacked as invalid because it required 
the town to do an unlawful act as the 
town had no authority to maintain any 
library except one owned and operated ex- 
clusively by a board of directors authorized 
by statute. It was further objected that 


the gift bequest failed because the town of 
New London had not accepted the provision 
of the will. 
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HELD: 1. As no time limit for ac- 
ceptance of bequests by the town is fixed 
and there is no statutory limitation the 
bequest would not fail for want of accept- 
ance by the town until and unless the town 
rejected the gift when called upon to re- 
spond by the executors. 

2. When a legacy is to charity the char- 
ity is considered the substance, and if the 
mode prescribed for carrying out the leg- 
acy fails, the court will provide another. 

3. Conditions which in the case of an 
ordinary trust are deemed conditions pre- 
cedent will be deemed conditions subsequent 
in case of a trust for charity. 

4. The absence of a gift over in case 
the residuary bequest should fail indicates 
that the condition is one subsequent and 
not precedent. 

5. A gift in establishment and support 
of a public library is a gift of charity. 

6. The gift does not require the town 
to do anything in violation of laws of the 
State of Iowa and does not fail for that 
reason. 

a) 
Corporate Trust—Trustee — Pledgor 

Under Corporate Trust Indenture 

of Sublease and Chattel Mortgage 

To Secure Sublease Cannot Fore- 

close Pledged Security 


California—District Court of Appeal 


Security-First National Bank v. Spring Street 
Properties, Inc., 89 Cal. App. Dec. 507. 


Alexandria Corporation, owning ground 
leases on which hotel was constructed, sub- 
let premises to E and H, taking chattel 
mortgage on furniture, etc. to secure sub- © 
lease, thereafter (1927) issued bonds and 
executed trust indenture to secure them, 
with plaintiff’s predecessor as_ trustee. 
Trust indenture covered ground leases and 
E and H sublease, as well as chattel mort- 
gage. Interest of Alexandria Corporation 
passed to defendant Spring Street Proper- 
ties, which assumed mortgagor’s covenants. 
interest of E and H passed to Alexandria 
Hotel Company. In 1932 Spring Street 
Properties cancelled sublease on account of 
defaults of sublessee and foreclosed chattel 
mortgage. No demand was made on trustee 



















to foreclose mortgage, Spring Street Prop- 
erties claiming independent right to fore- 
close. In present action brought by trustee 
Bank for declaratory relief, alleging pur- 
ported foreclosure of chattel mortgage by 
Spring Street Properties invalid, judgment 
for defendant Spring Street Properties re- 
versed. 


HELD: (1) Right to enforce pledged 
security was exclusively in pledgee trustee 
under bond issue. Pledgor of securities im- 
pliedly transfers right to remedies which 
will make securities available for payment 
of debt in case of his own default. (2) 
Fact that chattel mortgage was given to 
secure only rents under sublease and that 
at time of cancellation of sublease there was 
no default on part of lessee as to principal 
lease immaterial, since sublease and chattel 
mortgage were pledged at time purported 
foreclosure sale held. 


a 


Distribution—Exercise of Discretion 
In Retaining Realty Although Per- 
sonalty Insufficient To Pay Legacies 
Upheld 


New Jersey—Court of Errors and Appeals 


The Trust Company of New Jersey v. Glunz, 121 
N. J. Eq. 593. 


Testator John Glunz died April 6, 1931 
leaving a will giving his widow a general 
legacy of $15,000., other pecuniary bequests 
$27,990. and the residuary estate in trust, 
the income to be paid to his widow for her 
life quarterly beginning six months after his 
death. The will provided: 


“In the event that there is not sufficient 
moneys to pay the bequests herein named 
my said executors and trustees shall dispose 
of my real estate, but not for a period of 
three years after my decease, if they deem 
it necessary and proper, and the payment of 
said bequests herein shall in that event be 
not payable until six months after the sale 
of my said real estate. My said executors 
and trustees shall have power to do any 
and everything in the management and dis- 
posal of my estate as if I could do, if I was 
living.” 

There was not sufficient personalty to pay 
the pecuniary legacies without the sale of 
real estate, the real estate has not been sold 
nor have the legacies been paid and from 
six months after decedent’s death the ex- 
ecutor has been paying $100. per month to 
the widow, the income being more than suf- 
ficient to pay that amount. 
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HELD: 1. That the trustees need not 
sell the real estate until market conditions 
became more favorable. 

2. That interest on the money legacies 
commences to run three years and six 
months after testator’s death. 

3. That the widow was entitled to all the 
income of the gross estate from the time 
of death until three years and six months 
after testator’s death and that from that 
time on until the money’s legacies are paid 
the interest on the legacies should be de- 
ducted from the gross income and the re- 
mainder of the income paid over to the 
widow. 


a 


Distribution — Meaning of ‘“Re- 
mainder” as Used in Will 


Rhode Island—Supreme Court 
Billings v. Gladding, May 21, 1937. 


Bill in equity for construction of ‘a will 
reading: 


“I give, devise and bequeath to my husband 
*** all of my real estate and property, real and 
personal, wherever and however situated *** to 
my husband *** and after his decease, the remain- 
der to my niece ***’’ 


The question was as to the interest taken 
by the husband. 

HELD: As to realty, the language clear- 
ly creates a life estate in the husband since 
it gives the “remainder” after his decease 
to his niece. As to personalty, there is no 
technical significance in the word “re- 
mainder” and it should be given the ordinary 
meaning of “something remaining or left 
over.” The husband had a right to use 
and dispose of the personal property during 
his lifetime, but with the limitation that if 
there is any of it left on his decease it is 
to go to the testatrix’ niece and not to his 
executors. 


a0 


Distribution—Right of Election of 
Surviving Spouse—Trust Created 
After Marriage Not Part of Dece- 
dent’s Estate 


New York—Supreme Court 


City Bank Farmers Trust Company v. Miller, 
New York Law Journal, June 3, 1937. 


On April 23, 1931, Marylin Miller executed 
a will leaving certain legacies and placing 
her residuary estate in trust for her mother 
and sisters. On October 1, 1934 she mar- 
ried but never thereafter executed a new 
will or a codicil to her old will. On July 
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26, 1935 she created an inter vivos trust 
with the plaintiff, as trustee, to pay to her- 
self out of the income and principal a desig- 
nated sum and upon her death to distribute 
the proceeds as she might by her last will 
and testament appoint or, in default of ap- 
pointment, to the persons and in the propor- 
tions that her administrator would have 
been required to pay the same pursuant to 
the laws of the State of New York had she 
died intestate. No power of revocation was 
reserved to the settlor. 

On April 7, 1936, the settlor died leaving 
a general estate insufficient in amount to 
pay the claims of her creditors. The hus- 
band elected under Section 18 of the Dece- 
dent Estate Law to take against the will 
and claimed that the estate included the as- 
sets of the inter vivos trust as well as the 
property in the hands of the executor. It 
appeared from the opinion that at the time 
the trust was created the settlor had a sub- 
stantial estate in addition to the assets 
transferred in trust, and that the purpose 
of creating the trust was not to deprive the 
husband of his right of election. 

HELD: 1. That the husband has the 
right to elect to take against the will and 
thus to share in the general estate, exclu- 
sive of the assets of the inter vivos trust, if 
there should be any surplus after the pay- 
ment of creditors and the expenses of ad- 
ministration. 

2. That the residuary clause of the will 
constituted a valid exercise of the power 
of appointment and the corpus of the inter 
vivos trust passed to the trustee under the 
will. 

3. That the corpus of the inter vivos trust 
is subject to the claims of the creditors of 
the settlor and the trustee should pay to 
the executors the amount necessary to bring 
the general estate up to an amount suffi- 
cient to pay such creditors. 


——__—_ 9 


Distribution — Possession of Proper- 
ty Does Not Raise Presumption of 
Gift 

Iowa—Supreme Court 
Malecor v. Johnson, 273 N. W. 145. 


Plaintiff’s intestate bought $14,000.00 
worth of bearer bonds. The defendant had 
possession of them at the time of the in- 
testate’s death claiming that they were 
given to her and that from the time of 
their gift they had remained constantly in 
her possession. She testified that deced- 


ent received the interest on the bonds dur- 
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ing his life and admitted that she entered 
his name as owner of the bonds on an 
internal revenue blank whenever the cou- 
pons were forwarded for collection. The 
bonds were kept in a lock box to which the 
defendant and the decedent had equal ac- 
cess. The jury returned a verdict for the 
plaintiff, and the defendant appealed. 

HELD: 1. Whether or not there was a 
valid gift was clearly a jury question. De- 
fendant was not entitled to a directed ver- 
dict. 

2. That decedent bought and paid for 
the bonds and had access to the lock box 
where the bonds were contained raised a 
prima facie case of ownership in decedent. 

3. Mere possession of the bonds by the 
defendant at the time of decedent’s death 
raised no presumption of a gift. 


a 


Drafting—Wills & Trusts—Absolute 
Bequest Without Restriction or 
Control Over Beneficiary Consti- 
tutes Gift and Does Not Create 
Trust. 


North Carolina—Supreme Court 
Dry Forces, Inc. v. Wilkins, 211 N. C. 560. 


The testator died November 24, 1933, 
leaving a will which contained the follow- 
ing bequest: “$1,000 to any organization 
which may be organized for the purpose of 
enforcing the prohibition laws in Gaston 
County.” 

Following probate of the will, a charter 
was applied for and issued on February 29, 
1936, creating an ordinary corporation in 
the name of “Gaston County United Dry 
Forces, Incorporated.” Among the objects 
and purposes of the plaintiff corporation set 
out in the charter were the following: 

“To promote and encourage the lawful en- 
forcement, and to lawfully enforce and to 
aid and assist in enforcing by lawful means 
and measures the prohibition laws of North 
Carolina now in force in the State and Gas- 
ton County.” 

The corporation was authorized to re- 
ceive bequests and devises for the purposes 
of the corporation. Suit was instituted by 
the corporation against the Executors of the 
Estate to recover the $1,000 legacy referred 
to in the will. The question involved in the 
case was whether or not the bequest was 
capable of adjudication as a valid testamen- 
tary disposition entitling the plaintiff to re- 
cover the legacy. 

HELD: Bequest did not constitute a trust 
and since it was to “any organization”, it 
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was to an indefinite and non-existent lega- 
tee and was void for uncertainty. 


re 


Investments—Group Mortgage Cer- 
tificates As Permissible Invest- 
ments For Fiduciaries 


New York—Court of Appeals 
Matter of Stupack, 274 N. Y. 198. 


The accountant, as general guardian of 
an infant, invested in Guaranteed Mortgage 
Certificates, Series F-1, of New York Title 
& Mortgage Company, covering a group of 
mortgages on New York City property, 
which were deposited with a trust company 
as depositary under an agreement which re- 
served to the Mortgage Company the right 
to withdraw deposited bonds and mortgages 
and to substitute others. Each mortgage 
so deposited was accompanied by a policy of 
title insurance and an appraisal showing 
that the value of the property was at least 
fifty per cent greater than the sum secured 
by the mortgage. 

Under the provisions of the applicable 
statutes as they existed at the time the in- 
vestment was made, a guardian was author- 
ized to invest 


“in bonds and mortgages on unencumbered real 
property worth fifty per centum more than the 
amount loaned thereon, and in shares or parts of 
such bonds and mortgages, provided that any 
share or part of such bond and mortgage so held 
shall not be subordinate to any other shares or 
parts thereof, and provided further that bonds and 
mortgages in shares or parts of which any fidu- 
ciary may invest trust funds, together with any 
guarantees of payment, insurance policies and 
other instruments and evidences of title relating 
thereto, shall be held for the benefit of such fidu- 
ciary and of any other persons interested in such 
bonds and mortgages by a trust company ***”’ 


In Matter of People (Title & Mortgage 
Guarantee Co. of Buffalo), 264 N. Y. 69 
(1934), the Court of Appeals had held, with 
respect to a similar series of certificates in 
a group of mortgages, that the holder of 
the certificate acquired a promise on the 
part of the Guarantee Company to pay the 
principal amount of the certificate with in- 
terest but that he acquired no interest in 
the mortgages except as collateral security 
for the agreement of the Guarantee Com- 
pany. 

Accordingly, the Surrogate held in effect 
that the guardian had loaned money to the 
Guarantee Company secured by a group of 
mortgages and that she had not purchased 
a part or share in a bond and mortgage as 
she was authorized to do by the statute. 
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The Surrogate’s decision was affirmed by 
the Appellate Division. 

The Court of Appeals reversed and held 
that the purchase of certificates in a series 
of group mortgages was permitted by the 
statute. The court recognized that under 
its former decision the guardian did not ac- 
quire an interest in the group of bonds and 
mortgages held as collateral security for 
the obligation of the Guarantee Company 
but held that this was not necessary if the 
legislature intended by the statute above 
quoted to authorize the purchase of such 
certificates. The opinion pointed out that 
the certificates had been advertised as legal 
for the investment of trust funds, that the 
Attorney General had rendered an opinion 
that they were included within the terms of 
the statute, that this opinion had been re- 
ported to the legislature and that in subse- 
quent amendments and re-enactments of the 
statute the legislature had not changed the 
language above quoted. Accordingly, the 
court concluded that the legislature must 
have intended to authorize fiduciaries to 
purchase such certificates. 


0. 
Investments—Liability For Retention 
—Duty of Trustee Under Discre- 
tionary Powers—Legal List Not 
Mandatory. 


Tennessee—Court of Appeals 
Certiorari denied by Tenn. Supreme Court 


Falls v. Carruthers, 103 S. W. (2) 605. 


In 1922 Mrs. Vida V. Smith died leaving 
a will by which she devised certain property 
in trust to her husband, the beneficiaries 
being her daughter and certain other per- 
sons named. 


That portion of the trust wherein the 
husband was named trustee reads in part 
as follows: 


“And I further hereby vest my said executor 
and trustee with full and plenary power to man- 
age my estate, giving him full power and au- 
thority to sell any or all of my stocks, bonds, 
personal property and Real Estate, whenever in 
his judgment he thinks it advantageous to my 
estate to so do ... And he shall have the full 
power and authority as such Trustee, to make 
the sale of any part of the property, hereby de- 
vised to him as Trustee for my daughter, and he 
shall have the right to make such reinvestments 
as he may see fit, looking always to the safety 
of the investment rather than to a high rate of 
interest, and the purchaser or purchasers of my 
securities, or the Real Estate, shall not be charged 
with any duty to look to the application of the 
proceeds.”’ 


In December, 1933, the husband—trustee 
died and an accounting revealed that the 
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trust estate had lost the sum of $12,311.80 
by reason of the decline in value of certain 
securities purchased for the trust and later 
sold by the trustee; and that there was a 
probable further loss of $3,500.00 because 
of the decline of other securities bought but 
not sold by the trustee. 

In the present suit the only question rais- 
ed is whether or not the trustee’s estate 
is liable for the losses to the trust by rea- 
son of the investments. It was conceded at 
the trial that he had at all times acted in 
“utmost good faith.” 

HELD: The trustee’s estate was not 
liable. The Court observed that: 


“The general rule is that the duty which de- 
volves upon a trustee is that he act in good faith 
in dealing with the trust funds, and with such 
degree of care as a prudent business man would 
exercise in the management of his own affairs, and 
not to act contrary to the authority given him 
by the trust instrument and the law.” 



















There being no question as to the good 
faith of the trustee, the Court, after dis- 
cussing and quoting the above excerpt from 
the trust instrument, concluded: 







**. . . We cannot escape the conclusion that Mrs. 
Smith left the matter of the investment of the 
trust funds entirely in the hands of her husband. 
We cannot read into the will any specific limita- 
tion upon his authority in the matter of his con- 
trol and investment of the trust funds... It 
will thus be seen that there is no limitation upon 
his authority.” 









It was insisted that the Tennessee stat- 
utes governing investment of trust funds 
had been violated, thus rendering the trustee 
liable for losses resulting from investment 
in securities not listed in the act. The 
Court noted that the act provided that 
trustees “may invest” trust funds in desig- 
nated securities, and said: 










“We are inclined to the conclusion that these 
acts are not mandatory, but are intended to au- 
thorize by specific reference thereto the invest- 
ment of the trust funds in certain property or 

securities listed or named, and therefore permis- 
sive rather than mandatory requirements.” 










es , 





Investments—Taking Title to Trust 
Assets in Name of Trustee With- 
out Disclosure of Trust 












Florida—Supreme Court 


Voorhies, et al v. Blood, et al, 173 So. 705, re- 
hearing denied. 






The testator created-a testamentary trust 
naming two individuals as trustees. The in- 
dividuals resigned and a trust company was 
appointed successor trustee. It purchased 
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mortgages which were assigned to the trust 
company in its name without designating 
it as trustee in the assignments or 
otherwise indicating in the assignments 
that it did not acquire the mortgages in its 
own right. The records of the trust com- 
pany showed that the mortgages were pur- 
chased with funds of the trust and held for 
the trust. The mortgage.indebtedness was 
well secured when the investments were 
made. The mortgages defaulted and depre- 
ciated in value. Suit was brought to sur- 
charge the trustee. 

HELD: That there was no causal con- 
nection between the failure to label the 
property as trust assets and the deprecia- 
tion in value, and in the absence of such 
causal connection or a showing that the 
trustee acted in bad faith it will not be 
surcharged. 


————_0 






Jurisdiction Law Governing 
Whether Savings Bank Trust Was 
Created 


New Jersey—Court of Chancery 
Cutts v. Najdrowski, 121 N. J. Eq. 546. 


Leon Najdrowski died in Jersey City, 
Hudson County, February 27, 1936. In 
his lifetime he opened a bank account in 
his own name in the Williamsburgh Sav- 
ings Bank in New*York. On July 16, 
1932, he had the account changed to read 
“Leon Najdrowski Int. for Joseph Naj- 
drowski”’ the defendant. On March 5, 
1936, after the death of Leon, Joseph, the 
defendant withdrew the balance of $6,- 
148.34, out of which he paid the funeral 
expenses of Leon and on the same day 
he deposited from the amount withdrawn 
$5500.00 in a joint account with his wife 
Augusta Najdrowski in the Fifth Ward 
Savings Bank of Jersey City. Cutts, ad- 
ministratrix of Leon’s estate, sought an 
accounting and the imposition of a trust 
on the funds in the Fifth Ward Savings 
Bank. 

HELD: 1. That as the decedent was 
domiciled in New Jersey, the New Jersey 
law and not the New York law governed 
the disposition of the account. 

2. That no trust had been created. 


0 









A person holding the legal title to a par- 
cel of land may maintain a writ of entry to 
recover possession of it, regardless of the 
fact that the legal title is held in trust for 
others. Grabiel v. Michelson, 19387 A. S. 
645, May 13, 1937. 
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Living Trusts—Trust Given As Se- 
curity 


California—District Court of Appeal 


Touli v. Santa Cruz County Title Company, 89 Cal. 
App. Dec. 386. 


HELD: C. C. Sec. 2280 permitting revo- 
cation of a trust “unless expressly made 
irrevocable by the instrument” relate only 
to voluntary trusts created without valu- 
able consideration passing to trustor and 
does not apply to deed of trust given as 
security for payment of an obligation. 

ee 
Mortgages — Court May Fix Upset 

Price When Ordering Sale On Fore- 

closure 


Illinois—Supreme Court 
Levy v. Broadway-Carmen Build. Corp., 366 Ill. 

279. 

The Building Corporation gave a note 
for $65,000 guaranteed by one Gordon and 
his wife and secured by a trust deed on 
real estate. $2,500 was paid on the prin- 
cipal debt, the mortgage was defaulted and 
judgment was obtained against Gordon and 
his wife for $66,691.87 on this guaranty. 
Suit was brought to foreclose the trust 
deed, and by decree entered May 26, 1933, 
the lower court found that $70,246.91 was 


due Levy as of March 15, 1933, and the 
mortgaged premises were ordered sold at 


public auction. On June 21, 1933, the 
Master struck off the property to Levy for 
$50,000. Objections were ‘filed to the re- 
port of sale, claiming that the property 
was worth $80,000, but that economic con- 
ditions have resulted in the destruction 
of the market for real estate in Chicago. 

The court was asked to establish the 
value of the premises and credit that value 
on the amount due Levy, to deny a de- 
ficiency judgment, and order the judgment 
previously rendered against the Gordons 
satisfied in full. 

The lower court ordered the sale approv- 
ed, provided Levy released and canceled 
the outstanding judgment against the Gor- 
dons and the mortgage indebtedness, but 
he refused. The lower court thereupon en- 
tered a decree denying a confirmation of 
the Master’s report of sale and ordering 
a resale of the property at an upset price 
of $71,508.45, the amount then due to- 
gether with interest and costs of suit. This 
decree was affirmed by the Appellate 
Court. 

HELD: Since a court of equity has power 
to disapprove a report of sale on fore- 
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closure for inadequacy of price, it may when 
ordering the sale fix in advance a reserved 
or upset price as a minimum at which the 
property may be sold. The same judicial 
power is involved in either action, and 
such action does not violate the constitu- 
tional provision against impairing the ob- 
ligation of contracts. The reserved price 
deals only with the remedy, being one of 
the terms and conditions of the sale which 
it is within the court’s power to establish, 
and does not affect the mortgagor’s right to 
enforce his contract. In this case, how- 
ever, the court held that the bid of $50,000 
was not grossly inadequate and the evi- 
dence did not warrant the lower court in 
finding that the premises were worth 
$80,000. On the contrary, the proof did 
not sustain a greater value than $50,000 at 
the time of the sale. The fact that there 
was a depressed market for real estate 
would not be a sufficient circumstance, cou- 
pled with the supposed inadequacy in bid, 
to warrant the lower court in disapprov- - 
ing the Master’s report of sale. The lower 
court abused its discretion and erred in re- 
fusing to approve the sale of $50,000. Re- 
versed and remanded with directions. 
NOTE: This is a case of first impression 
in this state as to the right of a court of 
chancery to fix an upset price on a fore- 
closure sale. 
a 
Mortgages—Participations — Neces- 
sity of Notice to General Guardian 
of Infant as Person Entitled to Re- 
ceive Income 


New York—Supreme Court—Appellate Division 
Estate of Lillia M. Bearns, New York Law Jour- 
nal, May 25, 1937. 


Reported below: New York Law Journal, Febru- 
ary 13, 1936, digested: 62 Trust Companies 347 
(March 1936). 


In 1930 the New York Banking Law, sub- 
division 7, section 188, permitted a trust 
company to invest trust funds in parts or 
shares of bonds and mortgages held in its 
own name, provided the company promptly 
notified each person of full age and sound 
mind entitled to the income therefrom of the 
fact that such investment had been made. 

Under the terms of the will, the trustee 
was directed “to apply the net income” to 
the use of the life tenant until he should 
attain the age of twenty-five years. On 
June 3, 1930, the trustee invested $5,200 of 
trust funds in a part or share in a bond and 
mortgage held in its own name. The infant 
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became of age on July 29, 1930. No notice 
of the investment was given to the infant 
either before or after his majority and no 
notice was given to his general guardian. 
In an accounting proceeding the former in- 
fant objected to the purchase on the ground 
that the failure to give notice to the general 
guardian made the investment illegal. 

The Surrogate dismissed the objection on 
the ground that since the trustee might ap- 
ply the income direct to the beneficiary the 
guardian was not entitled to receive the in- 
come and therefore was not entitled to no- 
tice of the investment under the provisions 
of the Statute. 

The Appellate Division reversed. The 
will, as construed by the Appellate Division, 
required payment over of all of the income 
and did not permit the trustee to apply the 
income to the support, education or main- 
tenance of the infant. Moreover, the trus- 
tee had insisted upon the appointment of a 
guardian to receive the income for the in- 
fant and had paid the entire income to the 
guardian throughout the infancy. 

The court failed to discuss the argument 
made by the trustee that the failure to send 
the notice was not the cause of any loss and 
therefore should not be the basis of a sur- 
charge. 


a | 


Powers — Limitations — Exercise of 
Discretionary Power of Retention 
Held Nugatory 


Ontario—Court of Appeal 
Re: Wilson, 1937 O. W. N. 358, May 29th, 1937. 


The will of a testator gave to his exe- 
cutor, a trust company, discretion to re- 
tain any property which he possessed at 
the time of his death. Accordingly a cer- 
tain parcel of real estate was carried by 
the estate at a substantial loss and an 
offer by a responsible party to purchase 
at a figure which would have discharged 
the Estate from further liability with re- 
spect thereto, was refused, all on the sole 
responsibility of the general manager of 
the Trust Company, whose reasons for 
such a course were not available due to 
his death having occurred some years pre- 
vious to the trial of the action. 

The Dominion Companies Act provides 
that the powers with which the Trust 
Company is invested are delegated to, and 
are to be exercised by, the board of. di- 
rectors. 

HELD: The attempted exercise by the 
general manager of the discretion to re- 
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tain the property was nugatory, and the 
discretion conferred on the company by 
the testator was exercisable only by the 
Board of Directors. In such a case the 
rule applies that, “whenever a power is 
given, or a personal trust or confidence 
is thereby reposed in the donee to exer- 
cise his own judgment and discretion, he 
cannot refer the power to the execution 
of another.” The whole situation at the 
time this offer was received required most 
careful consideration of the Board of Di- 
rectors to safeguard the interests of the 
estate. This consideration was not given 
and the Trust Company cannot escape 
liability for its neglect and failure to ex- 
ercise an active discretion in clearing up 
the situation. Such active consideration 
may have been exercised by the managing 
director but his exercise of the discretion 
given by the will was nugatory. The 
beneficiaries were entitled to the judgment 
of the board of directors which could not 
be delegated. 

The statements herein respecting the 
application of the principle of law dis- 
cussed, relate exclusively to the circum- 
stances of the present case and do not 
touch upon or relate in any way to the 
powers which in other circumstances and 
for other purposes are conferred on the 
board of directors by the Companies Act, 
or by the common law, to delegate to 
officers and agents authority to bind the 
company itself. The time for appeal here- 
in has not yet expired. 
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Real Property—Construction of Con- 
veyance To “ ‘A’ During Lifetime 
and At Death To Children or Legal 
Heirs” 


Iowa—Supreme Court 
Blair v. Kenaston, 273 N. W. 184. 


In 1899 (before the Iowa statute abol- 
ishing the rule in Shelley’s case) a con- 
veyance was made to “A” during her life- 
time and at her death to her children or 
legal heirs; to have and to hold the said 
premises unto her heirs and assigns for- 
ever. There was struck out of the instru- 
ment the language “the intention being to 
convey an absolute title in fee to said real 
estate.” The present action was a con- 
troversy between persons claiming directly 
under “A” and persons claiming under the 
children of “A”. 

HELD: 1. Although words “of inher- 
itance” are not necessary in Iowa to con- 
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vey an estate in fee simple the absence 
of words “of inheritance” is significant. 

2. The habendum clause being inconsist- 
ent with the granting clause must yield 
to it. 

3. The rule in Shelley’s case is inap- 
plicable because the remainder after the 
life estate is to “children” which is a word 
of purchase and not of limitation. 

4. The contention that the remainder af- 
ter the life estate was contingent because 
it was uncertain who would take the re- 
mainder until after the death of the life 
tenant is not sound: it was an immediate 
gift over to a class which was fixed in the 
class; that the class remained open to let 
in future born members until the time of 
the death of the life tenant did not make 
the remainder contingent. 
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Real Property—Subdivision Trusts— 
Necessity of Obtaining Permit for 
Issuance of Certificates of Bene- 
ficial Interest—Liability of Trustee 


California—District Court of Appeal 


Mary Pickford Company v. Bayly Bros. Inc., 89 
Cal. App. Dec. 492. 


Plaintiff subscribed for fractional bene- 
ficial interest in real estate subdivision pro- 
ject, paying $25,000. Present suit brought 
to recover this amount and interest, on 
ground no permit had been granted by cor- 
poration commissioner for issuance of this 
security. From judgment against promoters 
of project and Calfiornia Trust Company, 
Trustee under subdivision trust, defendants 
appeal. Judgment affirmed as to promo- 
ters; reversed as to California Trust Com- 
pany on ground that Trustee did not sell 
or issue security involved but certificate 
was issued by other defendants beneficially 
interested. It appeared the subscription 
had been sold to plaintiff before California 
Trust Company was party to project. Em- 
phasis is also laid on finding that trust com- 
pany participated in project only in carry- 
ing out its duties and obligations as Trustee. 
Court says trust company had no more duty 
to know that permit had not been applied 
for than it had to apply for it; duty to 
know that permit is needed not imposed on 
all who may have connection with trans- 
action but no part in sale or issuance of 
security. 

Compare with above case, Le Sage v. 
Title Guarantee and Trust Company, 89 
C. A. D. 548, decided by same Court May 6, 
1937. This case came up on demurrer to 
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complaint alleging that defendants, includ- 
ing trustee, aided and participated in offer, 
issuance and sale to public, including plain- 
tiffs, of beneficial interest in trust. This 
fact, admitted by demurrer held sufficient 
ground for reversing judgment of dismissal 
as against defendant trust company. 
—— 


Wills — Probate — Agreements Be- 
tween Beneficiaries Enforceable In 
Courts of General Jurisdiction 


Minnesota—Supreme Court 
Schaefer v. Thoeny, 273 N. W. 190. 


A contest was instituted to allowance of 
a will. Before the contest was concluded 
counsel for the parties reached an agree- 
ment of settlement. Pursuant to the stipu- 
lation of settlement the representative of 
the estate paid certain monies to one of the 
legatees. This legatee later refused to 
accept an offer of the representative to pay 
the remaining monies due it under the set- 
tlement. An action was then brought by 
the representative for specific performance 
of the stipulation. Judgment for the repre- 
sentative. 

HELD: Affirmed. 

In its opinion the Court states that a will 
cannot be modified by an agreement amongst 
the beneficiaries. However, that does not 
estop them from contracting between them- 
selves as to the disposition of their property 
rights. As the Probate Court does not ad- 
judicate upon claims of third persons 
against living heirs, nor upon contracts 
made by or between them, resort must be 
had to a court of general jurisdiction to 
bring about the enforcement of such con- 
tracts. “In the absence of fraud, undue in- 
fluence, or mistake, releases by the co-heirs 
of their rights in real or personal property, 
and agreements entered into between them 
for a division of the estate, are valid, and 
will be enforced.” Barnes v. Verry, 174 
Minn. 173, 178; 218 N.W. 551, 553. 

——$—Q—_—$__—_—_ 


Wills — Probate — Enforcement of 
Contract to Bequeath Property. 


Kansas—Supreme Court 


Bray vs. Cooper, 145 Kan. 642. 


Plaintiff’s parents were divorced and 
plaintiff was left in the care and custody 
of the Worthingtons. Later plaintiff’s moth- 
er remarried and came for her child, The 
Worthingtons had become greatly attached 
to the plaintiff and agreed with plaintiff’s 
mother that if the plaintiff were left with 
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them as their child they would raise plain- 
tiff and leave all of their property to plain- 
tiff. Plaintiff’s mother agreed, and the re- 
lationship of parent and child continued be- 
tween the Worthingtons and the plaintiff 
until the death of the survivor of the Worth- 
ingtons. In spite of this oral contract, Mrs. 
Worthington (who survived her husband) 
left a will in which the sum of only $100 was 
bequeathed to plaintiff. Plaintiff brought 
one suit for specific performance of the oral 
contract and another to set aside the will 
which was inconsistent with the alleged 
contract. 


HELD: (1) If the contract was originally 
lacking in definiteness or mutuality those 
deficiencies were cured by subsequent per- 
formance on the part of plaintiff. (2) 
Plaintiff’s evidence was sufficient to sustain 
the court’s findings of fact. (3) The fact 
the promisor, subsequent to entering into a 
contract to leave her property to plaintiff, 
executed a will devising most of her prop- 
erty to others, did not deprive plaintiff of 
her right to enforce the previous contract 
which had been sufficiently established and 
fully performed on her part. (4) Under the 
contract plaintiff was not limited to an ac- 
tion for compensation for services rendered. 
(5) The demurrer to plaintiff’s evidence was 
properly overruled. 


The Court further stated that, “Appel- 
lants urge this type of case has been recog- 
nized as a great temptation for fraud. That 
is true. As heretofore indicated, however, 
the trial court is just what the name indi- 
cates. It is the trier of the facts, and un- 
der the facts in this case we cannot disturb 
the judgment. It is therefore affirmed.” 


a 


Wills—Probate—Proof of Undue In- 
fluence 


South Dakota—Supreme Court 
In re Armstrong’s Estate, 272 N. W. 799. 


The Court considered the evidence in a 
contest concerning the validity of a will 
and held that the evidence was insufficient 
to establish undue influence of beneficiaries 
over the testatrix, stating among other 
things that evidence which merely shows 
that a party profited by the will and had 
motive and opportunity to assert undue in- 
fluence over the testatrix is insufficient to 
invalidate the will in absence of evidence 
that he did assert such influence. 

Reported by James E. Dorsey, editor for Minnesota. 
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Wills—Probate—Right of Fiduciary 
Under One Will To Contest Later 
One 


Massachusetts—Supreme Judicial Court 


Reed v. Home National Bank, 1937 A.S. 639, 
May 11, 1937. 


The Bank, named as executor and trustee 
in an alleged prior will, sought to contest 
the allowance of a later one, in both capa- 
cities. The prior will contained legacies not 
included in the later, and a residuary trust 
for various persons, some of whom were 
not mentioned in the later. The later will 
gave practically the entire estate to the 
widow. 

HELD: The Bank had a right to appear 
as trustee named in the prior will and con- 
test the later. Legatees, trustees, and 
cestuis que trust are all in the same class, 
with a right to object to the allowance of 
a later will. The executor named in a prior 
will, however, does not have the right to 
contest a later one. 
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Introducing Our Legal Editors 


Warren L. Jones 


Warren L. Jones, legal contributing ed- 
itor from Florida, was born at Gordon, 
Nebraska, on July 2, 1895. During the 
World War he was stationed at Newport 
News, Virginia. After receiving his dis- 
charge from the Army he was in the bank- 
ing business in Wyoming for a short time, 
and while there he participated in the or- 
ganization of the first American Legion Post 
in that State. Leaving the banking field, 
Mr. Jones entered the University of Den- 
ver, Colorado, from which he received the 
degree of LL.B. cum laude in 1924. 

After com- 
pleting his 
legal educa- 
tion, Mr, Jones 
served as Dep- 
uty Attorney 
of the City 
and County of 
Denver. Later 
he removed to 
J acks onville, 
Florida, and 
became  asso- 
ciated with the 
firm of Flem- 
ing, Hamilton, 


WARREN L. JONES Diver & Lich- 
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liter, now Fleming, Hamilton & Diver, 
counsel for the Barnett National Bank of 
Jacksonville, of which firm he has been a 
member for several years. 

Specializing in estate and trust law, Mr. 
Jones was appointed a member of the Pro- 
bate Committee of the Florida State Bar 
Association at the formation of this Com- 
mittee in 1931, and has served continuously 
as a member of the Committee. This Com- 
mittee prepared a revision of the statutory 
law of Florida relating to wills, descent and 
administration of estates which was enacted 
in 1933. 

Mr, Jones is a member of Phi Alpha Delta 
Law Fraternity and Secretary-Treasurer of 
its Jacksonville Alumni Chapter. He holds 
membership in the Jacksonville, Florida 
State, and American, Bar Associations and 
is Secretary of the Jacksonville Bar Asso- 
ciation. For six years he has been an in- 
structor in the Jacksonville Chapter of the 
American Institute of Banking, teaching 
courses in Trusts, Probate Law and Nego- 
tiable Instruments. 


——_——0 


Uniform Principal and 
Income Act 


The committee on Uniform Principal 
and Income Act, representing the South- 
ern division of the California Bankers 
Assn., reports that, in view of the fact 
that the Act was not offered at the cur- 
rent session of the Legislature, it has 
given further study to it and makes the 
following report: 

Section 5 relating to corporate divi- 
dends and share rights clears up an un- 
certain situation with reference to stock 
dividends of the corporation declaring 
same. We do not see the logic, however, 
of providing that securities of corpora- 
tions other than the declaring corpora- 
tion should be considered income. It 
seems to us that they should likewise be 
considered principal. 

Section 6 is the provision which does 
away with the established practice of 
amortizing premiums on bonds. The 
Section seems unnecessary. It would 
tend to force the purchase of low coupon 
bonds thereby creating a scarcity. It 
would also prevent the trust from receiv- 
ing the better yields usually obtainable 
in high coupon bonds. 
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Sections 7, 8 & 9 should be clarified as 
their meanings are somewhat obscure. 

Section 10 provides that royalties un- 
der certain circumstances are to be con- 
sidered income. This provision should 
be revamped to provide that where there 
is a mandatory duty on the trustee not 
to change the form of investment, then 
in that case the royalties should be con- 
sidered income. Without such. provision 
the trustee would be in a difficuit posi- 
tion because of the adverse demands of 
the remainderman and the life tenant. 

Section 11 (Unproductive Estate) 
seems entirely arbitrary in its provisions. 

Finally, the Committee recommended, 
since there is now sufficient time to con- 
sider the Act thoroughly, that a new 
Act be drawn which will really solve most 
of the trustee’s problems. The principal 
of uniformity is excellent, but it would 
be better to have a thoroughly adequate 
Act in the sense of providing completely 
for our local situations than merely to 
have uniformity with only a few points 
cleared up. 

——_——_9——___. 


The Federal Revenue Act provides that 
losses incurred during the settlement of an 
estate should be deducted when they arise 
from “fires, storms, shipwreck or other cas- 
ualty.” Losses to the estate of a testator 
were caused by Great Britain’s going off the 
gold standard. The petitioners contended 
that this was a casualty within the meaning 
of the Revenue Act. The Court held this 
casualty was not of the same general kind 
or class as those specifically mentioned and 
therefore not within the act. Lyman v. 
Commissioner of Internal Revenue, 83 F. 
(2nd) 811. 
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A District Court judge has ruled that a 
testamentary direction to destroy the testa- 
trix’ two dogs should not be followed. The 
will had ordered etherization because no one 
would take as good care of them as the de- 
ceased had. 
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Philadelphia, June 17—The plea of the 
Central Hanover Bank & Trust Co. of New 
York for permission to intervene in the re- 
organization proceedings of the Philadel- 
phia & Reading Coal & Iron Co. was re- 
jected today by Special Master Howard 


Benton Lewis—United Press. 








Since 1889 


The Union Trust Company of Pittsburgh 
has served a progressive industrial area. 


Within ‘This Pertod 


The Trust Department has administered the 
property of many important estates. 


The Banking Department has assisted in the 
industrial growth of this country. 


The effective convergence of these twofunc- 


tions under one management affords our cor- 


service. 
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THE UNION TRUST COMPANY 
or PITTSBURGH 
Cpblaatend' Surplus 


$76,500,000.00 
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MEMBER MEMBER 
FEDERAL RESERVE SYSTEM FEDERAL DEPOSIT INSURANCE CORPORATION 


Founded 1812 


THe PENNSYLVANIA COMPANY 


For Insurances on Lives and Granting Annuities 


BANK AND TRUST COMPANY 
PHILADELPHIA 
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The experience gained by more than a 
century and a quarter of conservative 
banking and trust service qualifies 
this Compony to act in every individ- 
ual and corporate trust capacity. 


CORPORATE TRUSTEE 
REGISTRAR 
DEPOSITARY 

. - TRANSFER AGENT 

DISBURSING AGENT 

PAYING: AGENT ° 
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ACCOUNTS OF 
Corporations, Banks, Firms and Individuals Solicited 


CAPITAL and SURPLUS $20,400,000 
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